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PREFACE 



The purpose of this book is to deal with the problem of foreign credits 
from a practical point of view. I have, however, presented some of the 
basic principles of international trade, without which it would be im- 
possible to reveal the essential characteristics and the mechanics of 
foreign credits. 

Before 1929, export business was accustomed to following simple 
mechanical procedures that had been tested and approved by long 
years of experience. As soon as the exporter received an order from 
abroad, he shipped the goods; and within a reasonable length of time 
the impoiter would call at the bank, change his own currency into 
dollars, and pay for the goods received. Neither the exporter nor the 
importer had to overcome any obstacles. They were free to deal with 
each other. In a word, the process of foreign selling and buying was 
a matter of routine. 

Shortly after 1929 this mechanism, which took so many years of effort 
to establish, crumbled. The whole process of doing business abroad had 
to be revamped. The foreign credit man naturally had to revise his 
attitude about granting credits abroad. He was forced to improvise 
and to create practical ways of overcoming the obstacles in his path, 
and to analyze more closely the factors affecting the credit of the importer. 

It has become extremely important, therefore, not to consider the 
granting of foreign credits as an isolated function, since it involves three 
closely related risks: the market, the currency of the country, and the 
credit of the importer. These three hazards must be examined simul- 
taneously. It is logical to add too that, because of these complexities, 
export financing becomes the most important aspect of foreign commerce. 

Since export trade practices change frequently, it is essential for the 
foreign credit man continually to revise and adjust his ideas to the new 
ways of doing business. Above all, he must avoid the risk of falling 
into a mechanical formula in granting foreign credits. It should be 
mentioned also that export trade is not the sort of business that can be 
developed over night. It requires long-range planning and courage. It 
must be cultivated with care and patience. There is no longer an El 
Dorado beyond our shores. Each foreign market is highly competitive, 
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viii PREFACE 

demanding individual initiative in the field of distribution and financing. 

Finally, in spite of the frequent changes that take place in foreign trade, 
its basic principles remain unchanged. Hence, the aim of this book is 
to deal with the problem of foreign credits from a practical point of 
view, but without neglecting to present its basic principles. 

For the benefit of those who wish to explore further the various phases 
of foreign business, which, incidentally, are closely related to foreign 
credit, I have brought out throughout the text and in the bibliography 
a list of recommended books, articles, and pamphlets, dealing with the 
whole problem of international trade. 

I take this opportunity to express my deep gratitude to Mr. Jarvis 
Cromwell, who not only read the part of the book dealing with Factor- 
ing but also made valuable suggestions; to Mr. David E. Golieb, who 
so kindly consented to read the manuscript and recommended the pub- 
lisher; to Mr. DeWitt A. Stern for his critical comments on Marine 
Insurance; to the American Arbitration Association, which granted per- 
mission to publish the Rules of Procedure of the Inter-American Com- 
mercial Arbitration Commission; to the American Overseas Airlines; 
American Foreign Credit Underwriters' Corp.; A. H. Bull & Company; 
the Central Hanover Bank and Trust Company; Dun 8c Bradstreet, 
Inc.; Howard G. Godfrey 8c Co., Inc.; William Iselin & Company, Inc.; 
Iselin Jefferson Company, Inc.; and the Pan American World Airways 
System, who allowed the reprinting of some of their forms. 

I also wish to acknowledge my debt to Mr. Phillip J. Gray for the 
material he so graciously supplied dealing with the Foreign Credit Inter- 
change Bureau, and to Mr. M. Adamsky for permitting the reproduc- 
tion of some of D. C. Andrews 8c Company, Inc.'s forms. 

J. RODRIGUEZ SANCHEZ 
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CHAPTER I 

FOREIGN TRADE 



International Trade 

Trade among nations has existed since the early days of history. Im- 
perial Rome had trading posts in India. The Spanish merchants of the 
sixteenth century extended their commercial ventures beyond their 
peninsula. England, from the seventeenth century onward, bought and 
sold her merchandise throughout the world; and today the United States 
ships her products to the far corners of the earth. 

It is noticeable that the prestige of these nations increased as their 
foreign trade developed. Indeed, to hold their prominence in interna- 
tional trade, nations have quarreled and gone to war. In a peaceful 
way they have also negotiated commercial treaties aiming to develop their 
mutual commerce. 

To stimulate and increase the nation's foreign business, wealthy coun- 
tries have encouraged investors to lend their idle capital in developing 
the resources of other lands. Furthermore, the governments have also 
extended direct financial assistance to exporters in the form of bounties 
and have guaranteed their foreign sales against the insolvency of the 
buyers. 

International trade is defined as the exchange of goods and service of 
one nation for the goods and service of another nation. The definition 
holds good whether the trade is a direct exchange of one commodity 
for another such as wheat for cotton or if money is used to facilitate 
the transaction. When one commodity is directly exchanged for an- 
other, we call such an exchange barter. When money is used as the 
medium of exchange, we say that the transaction is financed. 

International trade is carried on freely among individuals located in 
various countries for the purpose of mutual gain. The free exchange 
of goods is made possible through the service of oceanic transportation, 
and the assistance of banking houses that facilitate the financing of the 
transactions. 

An accepted principle of international trade is that a nation which ex- 
ports must import. If, for example, the United States intends to sell 
textile machinery to Colombia, the latter must raise sufficient dollars to 
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pay for the purchase; but Colombia can obtain the required dollars only 
if the United States in turn buys her products. 

Free Traders, Protectionists, and Planners 

Within the field of international trade there are three outstanding 
schools of thought as to its conduct. They are: 

The Free Traders, who consider business as composed of private en- 
terprises working independently and free of any interference from the 
government, except when such interference is necessary to regulate its 
conduct. The free traders also defend the right of capital to move 
beyond national frontiers to organize economic relationships with other 
countries. They denounce the tariff, because to them it hampers inter- 
national trade and helps business only in an artificial way. It also raises 
the cost of living, since the seller of imported goods must add to the 
price of these articles whatever duties he pays. This has the tendency 
to increase the price of similar domestic articles, so that the consumer is 
even forced to pay more for products produced in his own back yard. 
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Illustration 2. BANKER'S DRAFT. 

For example, let us assume that the United States does not produce 
enough sugar to meet the demand of the people, and that she imports 
five million pounds of this commodity from different parts of the world 
at 6 cents a pound, on which there is a duty of 1 cent per pound. This 
sugar when sold to the consumer will be priced at 6 cents plus 1 cent 
duty, or 7 cents a pound. Naturally the domestic producer will also 
charge 7 cents per pound for the sugar he produces in this country, in- 
stead of less. In other words, protective tariffs obviously increase the 
cost of living by raising the prices of domestically produced commodities. 

The free trader further argues that as soon as tariff protection is given 
to one article other producing enterprises will demand similar protection. 
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The natural result will be a general increase in the cost of living. 

The damaging effect that protective tariff has on business in general 
is further illustrated by considering what will happen to the commerce 
of the nation that follows such a policy. 

' For example: it is a fact that, say, Italy can buy from us only if we 
buy from her. In other words, the proceeds of her sales will pay for 
her purchases here. It follows then that, if we impose a duty on the 
straw coming from Italy, she will not be able to sell this article in this 
country, and naturally Italy will not be able to build dollar balances in 
this country to pay for the wheat her people need. 

The result will be that some of our ships will remain idle and the 
farmers of the Middle West, who grow wheat, will not be able to dispose 
of their crops. In other words, there will be idle ships, idle seamen, and 
idle farmers, who will not be able to buy what they need, thus affecting 
the welfare of others. 

The Protectionists consider business an integral part of the nation, 
subject to regulations, and functioning, primarily, to serve the interests 
of the country and its welfare. To them tariffs foster home industry, 
stimulate business, help both labor and capital, and create a strong 
economic unity, which in turn develops nationalism. The protectionists 
argue that free international trade is bound to ruin the country's econ- 
omy, and thus imperil the existence and security of the nation. They 
uphold, against this concept, the idea that it is the duty of the govern- 
ment to establish a national industry, strong enough to withstand foreign 
competition and possible aggression. 

If the nations of the world follow the doctrines of the free traders to 
allow each nation to produce what it is especially capable of producing, 
what will happen in the case of national conflicts? Obviously there will 
be quite a few countries unable to obtain the basic requirements of life. 

Let us assume, for example, that Argentina, the United States, and 
Russia, are allowed to produce wheat to satisfy the needs of other coun- 
tries, since they grow it far more economically than France and England 
can, and for some reason or other, one of these countries is unable to 
deliver to France or England the needed share of wheat. The results 
will be ruinous to these two countries. 

Finally, the protectionists repudiate the desire to suppress interna- 
tional trade entirely for the sake of destroying or eliminating foreign 
competition; they merely defend the right to restore equality in competi- 
tion. For example, if Russia, with its vast natural resources, the fer- 
tility of the land, and the cheapness of labor, produces cotton at 3 cents 
per pound while the farmers in the United States must spend 5 cents to 
grow a pound of cotton, the protectionists argue that this handicap can 
be overcome by means of a tariff imposing a duty of 2 cents per pound 
on imported cotton. 
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The United States has adhered for many decades to the theory of 
protection. Its people contended that they could not develop their in- 
dustries against the aggressive European competition, which in the last 
quarter of the nineteenth century could, because of low labor costs, 
manufacture most articles cheaper than American factories. 
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Illustration 5. COMMERCIAL INVOICE. 

On the other hand, Holland, before the last war, accepted and put 
into practice the theory of free trade. It was necessary for her economy, 
since industries in that country were in need of raw materials that they 
could not produce locally and were forced to import. 

Against these two tendencies a rival school appears, the planners, 
whose theories challenge the concepts just expanded. This third group 
advocates a planned economic system, controlled by the State, which, 
among other things, regulates the nation's purchases abroad in such a 
manner as to equal the foreign sales. 

This policy naturally leads to a system of barter, whereby one com- 
modity, or several commodities, are exchanged for one or more com- 
modities, thus doing away with export financing and the problem of 
transferring international payments. 

In summary, we can say that every nation has created its own system 
for the development of its international trade. Each one of these plans 
has been designed to meet the country's own special needs, and it con- 
forms to the economic and political ideas and development of the na- 
tion. Furthermore, each country has also established intricate methods 
for the regulation of its foreign commerce. The most important meth- 
ods of control are: 

1. The State monopolizes its foreign trade. Under this scheme the 
government, through its own agencies, acts as importer and exporter. 
In Russia, for example, its international commerce is a state monopoly, 
managed by a Commissariat for Foreign Trade. 
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2. The State allows individuals to sell and buy products in the markets 
of the world, but subject to licenses issued by the government. Totali- 
tarian states follow this procedure. It is also found in countries where 
the exchange transactions are strictly regulated. The classical example 
under this system was Germany before the last war. 

3. International trade is carried on through executive orders. This 
method is mainly used by governments as a weapon, or for bargaining, 
and is rarely employed during normal peaceful times. Hitler used this 
procedure rather effectively on the trade with the Balkan States. 
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4. Control exerted by tariffs or similar regulations, intended prin- 
cipally for obtaining revenue, protecting the nation's industries, and 
safeguarding the currency of the country. This is the policy followed 
by England, to a certain extent, after she gave up free trade ideas. 

Commercial Treaties 

The ideal relation that should exist among nations is one of co- 
operation. Under this concept of international relationship, the idea 
of self-sufficiency and isolation is ignored and condemned. 

In international commerce this ideal is put into practice by means 
of a system of commercial treaties. Their main purpose is to overcome 
the damaging results of an anarchical free trade system, or the ruinous 
policy of isolation and nationalistic self-sufficient doctrines of the pro- 
tectionists. 

In other words, the aim of commercial treaties is to try to curb the 
extreme tendency of both the free traders and the protectionists. 

The free traders advocate commercial treaties since they aim to 
eliminate a system of tariffs subject to frequent changes. They prefer 
a tariff fixed over a period of time, thus facilitating commercial opera- 
tions. 

They believe that commercial treaties create mutual understanding 
among nations, which leads them to establish better relations and more 
liberal commercial connections. 

Finally, commercial treaties not only establish, but also develop, 
friendly relations among nations, and diminish the possibilities of war. 

For the protectionists, commercial treaties justify their philosophy of 
protection, since they advocate establishing a system of tariffs among 
nations. Therefore in their estimation commercial treaties protect the 
nation's industries. 

In summary, commercial treaties not only eliminate the antagonism 
prevailing between those supporting free trade and those advocating 
protection, but also establish and develop mutual understanding and 
strengthen friendly relations among nations. A treaty of commerce is 
a peacemaker, an alliance. 

Domestic and International Trade 

Although the fundamental principles governing international and 
domestic trade are identical, in practice their methods and functions 
vary. 

First we have the difference in money. In this country we use the 
the dollar as the medium of exchange, in Colombia they use the peso, in 
England the pound sterling, and in France, the franc. When we sell 
goods to Colombia, the importer must buy U. S. dollars with his pesos 
in order to pay for the goods. Hence, the importer as well as the ex- 
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Illustration 8. EXPORT LICENSE (Continued). 

porter becomes interested in knowing whether the value of the dollar 
will increase or decrease at the time the draft falls due. If it increases, 
the importer will have to pay more for the goods, a circumstance that 
may impel the buyer to withhold payment of the bill until the value 
of the dollar falls. 

In countries having what is called a free economy, that is, where there 
are no exchange controls, the buyer can protect himself against exchange 
fluctuations by making a contract with a bank to buy, for delivery at 
some future date, a specified sum of dollars at a fixed rate of exchange. 
These dollars, covered by the contract, the importer will use to liquidate 
the draft falling due on the very same date that the bank delivers the 
dollars to him. For a more detailed discussion of this problem, see 
page 222. 

Although trade is carried on rather freely among individuals and 
nations, nevertheless it is directly affected by the customs, habits, and 
laws of the people with whom we trade. When we deal with Peru, we 
do not follow the same practices as when we deal with Maryland. In 
fact, when we deal with Peru, we do not follow the same course as when 
we deal with Puerto Rico, Mexico, Brazil, or England. The tariff, 
customs procedure, and exchange regulations that we encounter in 
foreign trade do not exist in domestic business. 

Another dissimilarity we meet is the difference in the system of weights 
and measures used here and in foreign countries. The unit of measure 
in the United States is linear, whereas a number of foreign lands use 
the metric system. We weigh things in pounds; abroad they use the kilo 
or stone. 

When we make a shipment from one point in the United States to 
another, all that is needed is an invoice and the receipt of the common 
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carrier. In foreign trade each transaction requires the evidence of 

several documents. 

These various differences bring about specific complications which 
must be valued when considering the extension of credits to a foreign 
buyer. 

Foreign Credits 

In our present economic era, the bulk of the trade, whether domestic 
or foreign, is done on credit, a facility that enables the buyers to use the 
capital of others. Certain commodities are sold abroad on a cash basis 
or the equivalent of cash, but by far the major portion of foreign trade, 
executed under normal conditions, is transacted on credit. 

The fundamentals governing all credit transactions are the same. No 
matter where the borrower is located, we discern in all credit dealings 
the same common characteristics, namely: 

1. The transfer of goods, services, or money, 

2. Postponement of the obligation, 

3. Promise to pay, 

4. The creation of a commercial relationship, 

5. The element of trust. 

It would be erroneous, however, to continue drawing a parallel between 
domestic and foreign credits, since each and every one of the character- 
istics listed above are directly or indirectly affected by the same factor 
or conditions that render domestic and foreign trade different. For 
example, the first characteristic concerns the transfer of goods, service, 
or money; but this transfer is affected by the customs, habits, and laws 
of the country where the seeker of credit resides. The promise to pay 
is almost entirely dependent on the supply of dollars available to the 
importer at the time the bill falls due; the postponement of the obliga- 
tion is exposed to the vagaries of political conflicts, and so on. 

We can therefore say that, although the fundamentals of domestic and 
foreign credits are the same, there is a striking difference between the two 
functions, a difference brought about by: 

1. The risk of the market, as revealed in the habits, commercial 
practices, customs, laws, and the political situation of the country, 

2. The transfer or the exchange risk, which rests on the supply of 
dollars available to the importers, 

3. The terms of sale, which vary from country to country, 

4. Transportation facilities delays in obtaining shipping space will 
tie up the exporter's capital, 

5. The question of insurance. If for any reason insurance companies 
refuse to insure a shipment of goods, the action will render the extension 
of credit difficult, if not impossible. 
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Illustration 10. INTERNATIONAL MONEY ORDER. 

In other words, when we extend credit to a foreign buyer, we must 
not only explore the capacity of the importer to command credit, but we 
must also establish the effect that any of the factors previously men- 
tioned might exert on the credit of the buyer. 

In subsequent chapters we shall deal with this problem in detail. 

Instruments of Credit 

Definition: For our puipose we can say that foreign credit instruments 
include any commercial paper designated to facilitate international 
transactions, and in some cases to take the place of money. They can 
be used for the payment of a debt or the establishment of credit. In 
reality they are contracts in condensed form, and each word and phrase 
has acquired a definite meaning in the world of business. 

The use of these instruments is universally accepted: they circulate 
freely from country to country and from individual to individual. Most 
instruments of foreign credit are negotiable; otherwise, they could not 
circulate so freely. 

A commercial paper is negotiated when it is transferred from one 
person to another by means of an endorsement. The holder of a draft, 
check, bill of lading, or any other negotiable instrument endorses it 
either in blank or in full. In the first case, the holder of the negotiable 
instrument merely writes his name on the instrument, usually on the 
back. Under the second form of endorsement, which is called "in full," 
or special endorsement, the holder of the negotiable instrument writes 
on the back of the paper: "Pay to the order of Jones 8c Company," and 
then signs his name below. 



FOREIGN TRADE 21 

If the endorser of a negotiable paper wishes to avoid being liable, 

should the maker default, he should add above his signature the words: 

"Without Recourse" 

Authority to purchase. This document is used mainly by merchants 

in the Far East to finance their imports. It is similar to the letter of 
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credit in so far as it provides the beneficiary (the exporter) a place in 
the United States (a bank) to negotiate his drafts upon delivery of ship- 
ping documents. It is not a bankers' credit, and it is nonnegotiable. 
Illustration 65 represents an authority to purchase. 

Bank acceptance is a time draft drawn on a bank and accepted by the 
bank. See Illustration 1. 

Banker's draft is an order from one bank to another to pay to a named 
person a specified sum of money on demand. It is generally accepted 
in liquidating foreign sales. Illustration 2 is that of a bankers 
draft. 

Bill of exchange or draft. This is the most widely known of all in- 
struments used in foreign trade. It is acceptable in every civilized 
country in the world. It is a document indicating that the seller of 
goods (the drawer) is calling upon the buyer (the drawee) for the pay- 
ment of a certain amount of money, or to accept it for payment at some 
definite future time. A draft drawn by a commercial house is called 
a commercial bill of exchange. A draft payable on its presentation is 
called a sight draft. A bill of exchange payable at some future date is 
called a time draft. For a detailed discussion of time drafts, see page 
242 and Illustration 3. 

Certificate of manufacture is a letter written and signed by the ex- 
porter or beneficiary of a letter of credit, declaring that the goods ordered 
by the importer are ready for shipment in accordance with the credit, and 
have been set apart for the account and risk of the importer. This 
document is nonnegotiable and is used only when shipping facilities 
are restricted. See Illustration 4. 

Commercial invoice is a bill listing the quality, quantity, and price of 
the goods ordered by a buyer. It is a nonnegotiable instrument. See 
Illustration 5. 

Check is an order on a bank or banker to pay on demand a specified 
sum of money to a specific person. 

Dock receipt is a nonnegotiable paper issued by the steamship company 
to a shipper on delivery of goods at the dock or warehouse of the steam- 
ship company. It is later exchanged for an ocean bill of lading. See 
Illustration 6. 

Expense bill. In export business, an expense bill is an invoice ren- 
dered to a foreign buyer covering only the charges the seller incurred for 
shipping the goods abroad. It does not include the cost of the mer- 
chandise (see Commercial invoice above), but only the freight charges, 
insurance premiums, consular fees, and any other expenses incurred. 
Illustration 7 shows the various items usually collected from the foreign 
buyer for shipping the goods to him. 

Export license. A certificate issued by the government allowing an 
exporter to ship specified products to a foreign market. As a rule it is 
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Illustration 13. PAGARfi (Continued). 

nontransferable. It is extended for special reasons; or for the good, 
safety, and health of the nation. See Illustration 8. 

Forwarder's bill of lading. As the name implies, this is a bill of 
lading issued by a forwarding agent, and is not binding as far as the 
carrier is concerned. It is nonnegotiable, intended to be a receipt issued 
by a forwarding concern on receiving goods to be transported to its 
agent abroad. Refer to Illustration 9. 

Indent has been accepted as meaning an export purchase order. It 
is essentially, however, an offer from an importer addressed to an ex- 
porter to buy certain goods at a named price; as soon as the exporter 
accepts the offer in writing or by cable, then the indent becomes an export 
order. Indents are primarily used in the Far East, Africa, and in most 
of the English possessions. See page 359. See Illustration 72. 

International money order is an order to collect a specified sum of 
money at the local Post Office. Illustration 10. 

Letter of credit is an authority issued by a bank in favor of a seller, 
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the beneficiary, allowing him to draw on the bank in accordance with the 
stipulations stated in the document. For various types of letters of credit 
see Chapter XIV. 
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Illustration 14. PROMISSORY NOTE. 

Letter of delegation is an order from an exporter empowering a bank 
to collect certain funds owed by a foreign merchant. This instrument 
is rarely used. 

Letter of hypothecation is a letter transferring to the bank the owner- 
ship of goods and shipping documents as collateral for funds advanced 
against a foreign draft. Should the drawee refuse to honor the bill of 
exchange, the bank then has the right to dispose of the merchandise 
represented by the documents. Refer to page 252. 

Letter of instructions is a letter written by an exporter upon delivering 
a draft to a bank for collection. It instructs the collecting bank con- 
cerning the disposition of the documents attached to the draft, and the 
action to be followed in case the drawee refuses to honor the draft. See 
page 247. See Illustration 11. 

Ocean bill of lading is a universally accepted negotiable instrument 
issued by a steamship company, the carrier, on receipt of goods, delivered 
by a shipper and to be transported to a named destination. It fulfills 
three distinct functions: (1) it is a receipt for goods received by a 
carrier; (2) it is an evidence of ownership; (3) it is an agreement binding 
the steamship company to transport the goods. 

Pagare is a document extensively used through the Spanish-speaking 
countries. It is similar to a promissory note. Illustrations 13 and 13 A. 

Postal receipt is a receipt indicating that certain merchandise has been 
accepted by the Post Office for shipment to a named person located 
abroad. 
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.Promissory note is a promise by the drawer to pay a certain sum of 
money at a certain date to another person. The essential elements in 
a promissory note are that it must be an unconditional promise in 
writing, made by one person to another, signed by the maker, who en- 
gages to pay on demand, or on a fixed date, a definite sum to order or 
bearer. See Illustration No. 14. 

Straight bill of lading is always made out in the name of a specified 
person, the foreign buyer, and consequently is nonnegotiable. See page 
301 and Illustration 15. 

Trust receipt is a document signed by a buyer against which the bank 
agrees to release merchandise to him as trustee. See Illustration 16. 

Warehouse receipt is a negotiable or nonnegotiable document indicat- 
ing that a named warehouseman has received certain goods in trust, 
which he agrees to deliver on presentation of the document. It may be 
made to a specified person or "to order," and generally contains: (1) the 
location of the warehouse; (2) the date of receipt of goods; (3) a statement 
to the effect that the goods were received for custody, and will be delivered 
upon presentation of the document; (4) a statement of charges to be 
collected; (5) the signature of the warehouseman or his authorized agent; 
(6) a statement showing whether there is any lien on the goods. See 
Illustration 17. 

Warrant is a combination warehouse and trust receipt. It is a negoti- 
able paper. 

Up to this point we have limited ourselves to defining the various in- 
struments used in foreign credits. In Chapter XIV, dealing with the 
financing of export trade, we shall discuss their functions in detail. 

Foreign Orders 

An order is a written request from a buyer addressed to a seller, an 
agent, or a commission house to supply or purchase one, or more than 
one commodity, under certain conditions. If the request is accepted by 
the supplier or the commission house, it becomes a contract. 

Often an order is preceeded by, what is generally called in export 
business, an inquiry. As the term implies, it is a letter written by a 
foreign merchant to an exporter seeking information about the possible 
purchase of some product. As a rule the inquiry specifies the name of the 
commodity, the quality and quantity desired, and at the same time re- 
quests the price, the delivery date, and terms of sale. 

When an exporter addresses a communication to a foreign buyer 
stating that he, the vendor, can supply certain products under certain 
conditions, it is called an offer. If the offer is accepted by the importer, 
it becomes a contract. Offers or inquiries made by cable, telephone, or 
radiogram, should be immediately confirmed by letter. 

If, for example, Godfrey 8c Company of New YqrK, offers Young Pong 
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Lee of Shanghai, China, a certain type of textile machinery, and Young 
Pong Lee accepts by cable and confirms the acceptance by letter, the offer 
then becomes a contract. 

In practice, however, the theoretical ideas and the procedure just ex- 
panded are disregarded. The reason is simple. Every exporter is, as a 
rule, represented abroad by a foreign agent, who calls on the trade and 



TRUST RECEIPT. 



New York,. Movemhgr ^ 19 44 
Received from the Bank of the merchandise specified in the BttKBficfcodio| 6 e J 

per L' .(.i = warehouses. 1:.-,^ in _jiSJLQElt^Jio^. 6/4.4 as follows. 

No. I}-14 - 45 tales Nos. 6940/4-6944-694G/5-G9. c 4/ c 7, 6959/04 

6366/68-6371/77-697 J-70Z8/79-7041/42-70W<?-7047/48- 
7050/54.- 



L/C 264/44 
and ID consideration thereof hereby agree to hold said merchandise in tout, subject at all times 

to ordert of the said Bank, with liberty to tell the same until otherwise directed, and, but in case of sale, 
to hand the specific avails thereof, as soon as received, to the Agency of the Bank in the Gty of 
New York, as security for the due provision for acceptance, due in 



"" for $ , and further 

pledge to the said Bank of Nova Scotia said merchandise and the proceeds thereof, as security for the 

payment of any indebtedness of to the said Bank of Nc n C*. x i, and to 

and further agree to keep the said merchandise insured against fire. 



payable in case of loss to the said Agency, with the understanding that the said Bank is not 
able with any expenses incurred thereon, the intention of this agreement being to pi 
unimpaired the lien of the Bank ofl'^-vC.wii and of 



Md merchandise, and on the proceeds and avails thereof. All sales Jereby gua 




Illustration 16. TRUST RECEIPT. 



38 PRINCIPLES AND PRACTICES OF FOREIGN CREDITS 



THI3 FORM OF WAREHOUSE RECEIPT APPROVED BY THE AMERICAN WAREHOUSEMEN'S ASSOCIATION AND THI 



^/^Y^^/iJ^^tfrtW^^ 



^&^?<#b0^^ 



BUSH TERMINAL COMPANY 




GOODS IN BONO 



Illustration 17. WAREHOUSE RECEIPT. 
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makes offers. If an offer is accepted by the buyer, the agent fills out an 
order blank specifying the various articles desired, and the conditions 
upon which the sale will be made. Since such orders are subject to the 
approval of the head office, they do not constitute contracts until they 
have been confirmed by the head office in writing. 

The order, as stated before, as far as the foreign credit man is con- 
cerned, must be drawn in such a way that it becomes a valid contract. 
In ordinary parlance it is called a "Firm Order." It should accomplish 
three things: (1) bind the buyer to accept the goods; (2) bind the buyer 
to pay for the goods; (3) stipulate the terms and prices in accordance 
with which payment must be made. 

The order itself will contain the following information: 

1. The date of the order. 

2. The number of the order. 

3. Full name and address of the buyer. 

4. The material or equipment ordered. 

5. The quantity ordered. 

6. Description of the product. 

7. Quality of the material. 

8. The price of the article. 

9. The terms of sale; that is, 30 or 60 days date or whatever the terms 
may be. 

10. Date on which the goods will be delivered. 

11. Shipping marks that will go on the cases. 

12. The type of marine insurance desired. 

13. A clause stating that the order is subject to the approval of, and 
final acceptance by, the main office of the seller. 

14. Stipulation of any other conditions of the sale. 

15. Signatures of the buyer and of the agent. 

Every contract can be divided into three different parts, which are: 

1. What might be called, for want of a better name, the order itself, 
which includes: 

(a) The name and address of the exporter. 

(b) The date on which the order was taken. 

(c) The number of the order. 

(d) The buyer's date or reference number, or both. 

(e) Customer's name and address. 

(f) A description of the material ordered, its quantity, quality, price, 
terms of sale, and delivery date. 

(g) A blank space for the signatures of the buyer and the agent, or 
the supplier. 

2. The instructions; that is, the shipping marks to be placed on the 
cases or packages, customs declaration, number of copies of invoices, and 
any other additional information. 
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3. The clauses of the contract, which as a rule are printed on the 
reverse side of the contract form. 

Illustrations 18, 19, and 20 represent three different forms of contract 
commonly used in export business. 

Illustration 18 is a sample type of contract used by an exporter in 
handling standard manufactured goods distributed through foreign 
department stores and retailers. 

Illustration 19 is the type of contract used by a textile commission 
house. 



(FRONT) 

HOWARD G. GODFREY & COMPANY, Inc. 

CONTRACT NO. 

Telephone: MUrray Hill 4-4000 

Your Reference: 
Cable Address: New York. 

NFW YORK 10, N. Y. 

357 Fourth Avenue 

Subject to the conditions on the reverse hereof: 
SOLD TO: 
FOR ACCOUNT OF: 

QUANTITY About 

ARTICLE 

DESCRIPTION 

PRICE 

TERMS AND PAYMENT 

SHIPMENT 

INSURANCE 

WEIGHTS 

REMARKS 

Please sign this contract in duplicate, in the name of the 
firm or corporation, by a member of the firm or an officer 
of the corporation and return one copy promptly to seller. 

ACCEPTED 

(Buyers) 

Howard G. Godfrey & Co., Inc. 
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(BACK) 

DUTIES Export duty, if any, for account of Sellers. Import duty, if 

AND any, ior account of Buyers. Sales taxes and/or other taxes, 

TAXES if any, for account of Buyers. Any change in the U. S. Cus- 

toms and/or inland height tariffs after date hereof for account 
of Buyers. 

ARBITRATION Any controversy or claim arising out of or relating to this 

contract or to the breach theicof shall be settled by arbitration, 
in accordance to the Rules, then obtaining, or the American 
Arbitration Association, respectively the Inter-American Com- 
mercial Arbitration Commission. This agreement shall be en- 
forceable and judgment upon any award rendered by all or a 
majority of the arbitratois may be entered in any court having 
jurisdiction. The arbitration shall be held in New York or 
wherever jurisdiction may be obtained over the parties. 

TENDERS Each delivery tendered under this contract is to be considered 

as a separate transaction and is not to affect the balance in 
any way. 

LICENSE Bu)ers undertake to provide the Sellers with a valid import 

license if required. In the event an export license is required 
from the country of oiigm, this contract to be subject to expoit 
license being obtainable. 

INSURANCE Where the teims of this contract specify that insurance is for 

Sellers' account, the rates in force at date of this contract to 
govern; any change in insurance rates at time of shipment to 
be for Buyers' account. 

FREIGHT The price specified in this contract is based on the rate of 

ocean freight prevailing at date of this contract; any change 
thereof at time of shipment to be for Buycis' account. 

CLAIMS Any claim shall be made within ten (10) business days after 

the goods are available for inspection on the dock and also not 
less than 10% of the original unopened packages are available for 
inspection. 

FORCE Sellers shall not be held responsible for delays and/or non- 

MAJEURE dclnery resulting from War, Riots, Strikes, Embargoes, Floods, 

Ice, Accidents, Failure of Machinery, Fire, Acts of God and/or 
other cause whatsoever that is unavoidable and beyond their 
control. 

Illustration 18. ONE FORM OF CONTRACT, SHOWING FRONT AND BACK. 

Illustration 20 is a contract generally used by houses doing an active 
business in raw silk with Canada. The Raw Silk Rules to which the 
contract refers are the standard regulations accepted and governing all 
raw silk transactions between United States traders and Canadian im- 
porters. They have been in use for many years, and are available in 
booklet form. The booklet is distributed by the Raw Silk Importers, 
Inc., New York City. The rules cannot be enforced outside the United 
States and Canada. 

Beside these forms of contract, there are others more complicated. 
They are used especially by vendors of raw materials, such as fats, oils, 
coffee, and other commodities. They are drawn, in all respects, subject 
to the by-laws, rules, and regulations that have been established by the 
various trade associations, 
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The order forms used by these trade associations are similar to the one 
shown in the cited Illustration 20. The clauses of the contract, however, 
are quite different, since the conditions of the contract must conform 
to the requirements and trade practices peculiar to each commodity. 

There are three main reasons why an exporter can cancel an order: 

1. One of them is always inserted as a clause in the contract, and is 
usually called "Force Majeure," which releases the seller from responsi- 
bility for delays and/or nondelivery resulting from war, riots, strikes, em- 
bargoes, floods, ice, accidents, fires, failure of machinery, acts of God, and/ 
or other causes whatsoever that are unavoidable and beyond control. 



(FRONT) 

HOWARD G. GODFREY & COMPANY, INC. 

357 Fourth Avenue 

New York 10 

U.S.A. 

Date 



ACKNOWLEDGEMENT OF ORDER 

Your No. 

Our No 

Gentlemen: 
We wish to acknowledge and thank you for this order transmitted to us by: 

which we will forward to the mill for final approval 

and acceptance under conditions as stipulated below and printed on the back of 
this sheet. 

CUSTOMER: 

MATERIAL: 

QUANTITY: 

DESCRIPTION: 

QUALITY: 

PRICE: 

TERMS: 

SHIPMENT: 

SHIPPING MARKS: 

REMARKS: 

Howard G. Godfrey fc Co., Inc. 

(Over) 
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(BACK) 

GENERAL CONDITIONS OF SALE. 

The seller referred to in these Conditions of Sale is understood 

to be Howaid G. Godfrey & Co., Inc. 

1. All ordeis and contracts are subject to approval and final 
acceptance by the New York Office ot the seller. 

F.A.S., 2. On F.A.S. sales the seller agrees to deliver the goods along- 

C.I.F., side steamer on lighter or on the receiving pier of the steamship 

and company in proper condition. All subsequent risks and ex- 

C.&F. Sales penses are for account of the buyer. 

3. On F.O.B., C.I.F., and C.&F. sales the seller accepts no re- 
sponsibility for the arrival of goods at destination or for loss 
or damage in transit. The purchaser assumes all risks of trans- 
portation except such as are covered by the legal responsibility 
of the carriers (or, on C I.F. sales, by the insurance), and accepts 
and agrees to all usual and customary clauses in the bills of 
lading as well as such additional clauses and stipulations as 
may be lawfully imposed by the carriers as a condition of their 
accepting the goods for transportation. The tender to the 
purchaser or his authorized agent, of shipping documents, con- 
sisting of proper bills of lading or dock or ship receipts (and, 
in the case of C.I.F. sales, negotiable insurance certificate), 
constitutes full and final delivery on the part of the seller, and 
entitles it to immediate payment in full for goods shipped, with- 
out prejudice to the subsequent adjustment and just claims on 
the part of the purchaser. 

Unless otherwise agreed in writing, the purchaser will receive 
the goods at destination ex ship's tackles as fast as vessel can 
discharge, or according to terms of ocean bill of lading. The 
seller is entitled to select the route, port of shipment, and vessel, 
with privilege of stopping in transit at port or ports. Unless 
otherwise agreed in writing, any charges at destination, includ- 
ing lighterage, wharfage, or landing charges, dues, duties, etc., 
are not included in seller's price. 

Insurance 4. Unless otherwise agreed, the insurance on C.I.F. sales is 

understood to be marine insurance only to destination covered 
by sales price, free of particular average, English conditions, for 
a sum equal to the amount of the invoice plus ten per cent. 
Other forms of insurance, if obtainable, must be agreed upon 
prior to acceptance of order, the additional cost to be for the 
account of the purchaser, but no form of insurance will protect 
against rust or other damage unless caused by a peril of the sea. 

Consular 5. All consular fees for legalizing invoices, stamping bills of 

Invoices iading or other documents required by the laws of the countries 

of destination, are payable by the purchaser and are not in- 
cluded in the seller's prices. If not otherwise arranged, the 
seller is authorized to pay same for purchaser's account, and 
add the cost to the invoice. Seller will take out consular docu- 
ments as agent for the purchaser, who must state how the goods 
are to be declared, and, if the purchaser does not furnish the 
necessary instructions, seller will make declarations according 
to its best judgment, but will not in any case be responsible for 
any fines or other charges due to errors or incorrect declarations. 

Execution of 6 a. The seller shall not be liable for failure to perform this 

Orders or contract, in whole or in part, if such failure is due to fires, 
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Shipment of strikes, disputes with workmen, war, civil commotion, epidemics, 

Goods floods, accidents, delays in transportation, shortage of cars, or 

other causes beyond the reasonable control of the seller or 
of the manufacturer; nor shall these exemptions be limited or 
waived by any other terms of this contract, whether printed or 
written; such contingencies shall not release the purchaser from 
his obligations to pay for the goods in accordance with the 
terms of sale. Provided, however, that in the event of such 
unavoidable delay the purchaser may, subject to previously 
obtaining the consent ot the seller, cancel such portion of the 
order as is not manufactured or produced nor in process of 
manufacture or production at the time his request to cancel 
reaches the manufacturer or producer. 

6 b. The seller may ship any portion of the goods as soon as 
completed by the manufacturer or producer, and payment for 
that portion of the goods shipped shall become due in accord- 
ance with the terms of payment herein specified. Insistence 
upon suspension of manufacture or production or suspension of 
any shipment if not acquiesced in by the seller may be treated 
by the seller as a wrongful termination of the contract on the 
part of the purchaser; and the purchaser shall thereupon be 
liable for all damages arising out of such termination. 

Specifications 7. In the event of the purchaser failing to furnish complete 

and Shipping specifications and instructions within the time specified in the 

Instiuctions contract, the seller shall be entitled, at its option, to cancel 

such portion of the contract as may remain unexecuted, or to 
make shipments in accordance with the specifications and in- 
structions which the purchaser may have furnished for previous 
shipments on account of the same or a previous contract. 

Inspection 8. If the purchaser requires inspection, it must be made at 

place of manufacture, production, or storage and at purchaser's 
expense, and such inspection and acceptance shall be final. 
Reasonable facilities will be afforded to inspectors representing 
the purchaser to inspect material and to apply, previous to 
shipment from the point of origin, tests to which the seller has 
previously agreed. 

Claims 9. Claims will be considered by the seller only when made 

promptly after receipt of the goods and due opportunity has 
been given for investigation by seller's own representatives. No 
claims for labor nor involving inconsequential damages will be 
recognized. Goods must not be returned except by permission 
of seller. 

Damage in 10. The seller agrees that the goods shall leave the manufac- 

Transit turer or producer in good condition, and the purchaser assumes 

all risks of rust or any other damage thereafter. 

General 11. The goods are to be exported to the destination stated by 

the purchaser at the time the inquiry is made, and the pur- 
chaser guarantees that the goods will be shipped to that 
destination, and agrees to furnish, if required by the seller, a 
Landing Certificate duly signed by the Customs Authorities at 
the port of destination, certifying that the goods have been 
landed and entered at that port. The seller reserves the right, 
even after partial payment on account of any contract with 
the purchaser, to require from the purchaser satisfactory se- 
curity for the due performance of his obligations, and refusal 
to furnish such satisfactory security or the failure of the pur- 
chaser to execute any of his obligations under this or any other 
existing contract will entitle the seller, upon notice to the pur- 
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chaser, to suspend shipments or cancel the contract, or so 
much of it as may remain unexecuted, without prejudice to any 
claim for damages the seller may be entitled to make. 

Teims 12. Unless otherwise stated in quotation, seller's terms are 

understood to be net cash at point of shipment in exchange 
for relative documents mentioned herein. 

13. Every quotation is based on the understanding that, if ac- 
cepted and the seller should elect, formal contract satisfactory 
to the seller will be signed by the purchaser. 

14. It is understood that all orders placed are irrevocable, and 
no cancellation will be considered. 



Illustration 19. ANOTHER FORM OF CONTRACT, SHOWING 
FRONT AND BACK. 

2. For financial reasons; that is, when the importer becomes financially 
embarrased, the vendor has the right to withhold the extension of credit. 

3. Political and social disturbances in the buyer's country, or any other 
acts such as an embargo or moratorium. 

When the foreign credit man receives an order which stipulates that 
it will be paid by a confirming house, he should receive a corresponding 
confirmation from the confirming house. The form used is similar to 
the one shown in Illustration 57. 

The Meaning of Delivery Date 

In the forms of contracts illustrated, each one indicates when the 
merchandise is to be delivered. The time is often given somewhat 
specifically, as when delivery is promised for a certain month, say July, 
or a definite date in July, say July 17. In other cases, however, the in- 
structions read: "immediate," "prompt/' or "as soon as possible." 

In practice, when an exporter indicates that delivery is to be made in 
July, he specifically says that the ocean bill of lading, proving that the 
goods have been shipped, must be dated any day during the month of 
July. If the buyer requests that the delivery be made July 15, the ocean 
bill of lading should be dated July 15, or before, but not later than a 
day or two thereafter. 

By "immediate delivery" is understood that the exporter will obtain 
the ocean bill of lading two or three days after the exporter receives the 
shipping instructions. 

"Prompt delivery" is accepted as meaning that the merchandise will be 
on a vessel sailing three weeks after the instructions have been received. 

When unfavorable conditions prevail, because of the lack of shipping 
space, or because of national conflicts, or when a state of war exists, the 
exporters do not accept any order specifying a definite shipping date. 

To be sure, all contracts are accepted with the stipulation that the 
goods will be shipped "as soon as possible." This permits the seller to 
defer shipment until the date he is able to obtain shipping space. 
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(FRONT) 

HOWARD G. GODFREY & CO., INC. 
357 Fourth Avenue 
New York 10 
N. Y. 

CONTRACT NO 

Telephone Bogardus 4-4000 New York 

Howard G. Godfrey & Co., Inc., hereby sell and 



(Purchaser's Name) 



(Purchaser's Address) 

hereby purchase the raw silk hereinafter described upon the following terms and 
conditions: 

Rate of discount 3% per annum. Interest on deferred deliveries 6% per annum. 

If at any time the financial responsibility of the purchaser, or the credit risk 
involved, shall become unsatisfactory to the Seller, or his factor, the Seller or his 
factor may icquire cash, or security satisfactory to the Seller, or his factor, upon 
subsequent deliveries of silk hereunder; the election by the Seller or his factor to re- 
quire such cash or security shall not impair the obligations of the purchaser to take 
delivery of arid pay for the silk contracted for. 

All of the terms and provisions of the Raw Silk Rules of the Raw Silk Importers, 
Inc., approved and adopted by its Board of Directors December 10th, 1935 and all 
subsequent amendments thereto, not inconsistent herewith, are incorporated as a part 
of this contract. 

Every dispute, of whatever character, arising out of this contract must be settled 
by arbitration in New York City, to be conducted in the manner provided by the 
Arbitration Rules of the National Federation of Textiles, Inc. 

BALES DESCRIPTION SIZE PRICE PER LB. 



(BACK) 

WEIGHT 

TERMS OF PAYMENT, subject 

to foregoing provisions, 

DELIVERY 

Please sign this contract in duplicate, in the name of the 
firm or corporation, by a member of the firm or an officer 
of the corporation and return one copy promptly to the seller. 

HOWARD G. GODFREY & CO., Inc. 

By 

Purchaser 

By 

Illustration 20. A THIRD FORM OF CONTRACT, SHOWING 
FRONT AND BACK. 



CHAPTER II 

THE UNITED STATES AND INTERNATIONAL 

TRADE 



International Trade and the United States 

Since the early days of the republic, this country has shown great 
interest in its foreign trade. For decades it sent its products to China, 
whence it obtained silks and tea. The sales it made to the West Indies 
permitted this country to buy molasses, sugar, and rum for its own use. 
To England went the raw materials that were later returned as finished 
products. All through these many years the United States has had its 
ups and downs in foreign trade, but always managed to recuperate, and 
was able to create new plans aiming to invigorate and develop further 
the free movement of goods and services with other nations of the world. 
The present era sees this country once again, as in the past, planning 
and conceiving new methods to overcome the terrible devastation brought 
about by the last two wars. 1 

To understand the significance of this blueprint, it is necessary to re- 
view what took place during and after 1930. 

The Nineteen Thirties 

Within the memory of man, never before had he experienced the 
tragic events that led to the utter collapse of a highly developed sys- 
tem of international trade a system that took him generations to build. 
For decades this system functioned like a perfect machine. Goods and 
services moved from one market to another without any difficulties. 
Prices were kept at a fairly normal level, further assisting the inter- 
change of commodities among the nations of the world. The money 
of one country was freely exchanged for the money of another country, 
without adhering to any regulations or quotas. Argentina sold wheat 
to Europe and with the proceeds bought finished goods in the United 
States. There were no bilateral arrangements forcing Argentina to 
buy only from those countries which purchased from it. The funds 



i For a thorough and authoritative discussion of the role the United States should 
play in the world economy, the reader should consult Mr. Alvin H. Hansen's Amer- 
ica's Role in the World Economy, originally published by W. W. Norton fe Co., Inc., 
New York, and reprinted by Penguin Books, Inc. 

48 
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created from the sale of goods abroad could cross national boundaries 
to buy other goods or services. There was no interruption in the free 
exchange of goods and services. 

The first world war changed to some extent this system of interna- 
tional exchange; but by 1920 the countries of the world had enacted new 
measures and policies that enabled them to stabilize their currencies. 
They followed a nonco-operative method, however, each country estab- 
lishing its own parity without consulting other nations, and aiming pri- 
marily to gain some financial advantage. Yet international trade, to 
become effective and to be of mutual advantage, must follow a policy 
of mutual understanding. No one nation can travel alone the road of 
international commerce; all must move in harmony or all will suffer. 
Unilateral action further delayed the commercial recovery of the world, 
and, although the dollar remained strong at its normal value, other 
currencies were overvalued or undervalued. To adjust these differences 
took time, but eventually foreign exchange became fairly well stabilized. 

Then came the depression. As has been shown, international trade 
in the past reacted mechanically to individual decisions, and automati- 
cally moved with few difficulties and in accordance with set policies and 
routine that had proven sound and workable for so many decades. The 
depression of 1930 disturbed, nay, destroyed that harmony, and the 
mutual interdependence that governed international relationship among 
the nations of the world felt the strain and blows of the recession. The 
links that joined one country to another began to give way. Many 
reasons have been advanced for the rapid dislocation of foreign trade. 
Some are political, others are within the realm of economics, still others 
blame the gold standard, the concentration of capital in the hands of 
few nations, the enactment of tariffs, and so on. 

Suffice it to say that the problem is extremely complicated, and, al- 
though no one can give factual explanations clearly pointing out one 
primary reason for the debacle, the fact remains that the collapse oc- 
curred, and once again currencies began to fluctuate. In 1928, for 
instance, there were 44 countries using gold as their standard; by 1931 
twenty of these nations had discarded gold. Two years later the United 
States went off gold, and by 1938 only eight nations remained on the 
gold standard. 

Naturally when these countries overthrew gold as the standard, they 
also depreciated their currencies. In some cases they were deliberately 
undervalued, drastic regulations were imposed, and foreign trade started 
to decline. During the years of 1928 and 1929, the United States ex- 
ported more than five billion dollars worth of goods; in 1932 exports 
fell to one and a half billion reduction of more than 70 per cent. The 
total imports and exports for all countries in 1929 amounted to sixty- 
five billion dollars, and in 1932 that amount was reduced to twenty-six 
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billion. This decrease was brought about by the widespread use of 
bilateral trade agreements, exchange controls, import quotas, multiple 
currency devices, and other restrictive measures that obstructed the move- 
ment of goods among nations. 

In 1937 a world-wide recovery in business took place, which, added to 
the improvement in the exchange, served to promote foreign trade, but 
United States exports gained only slightly. In that year this country 
sold abroad about three billion dollars worth of goods. 

The second world conflict smashed to pieces whatever progress had 
been made for establishing international trade on a world-wide scale. 
Peace found the world with most of the means for foreign commercial 
relationship pretty well destroyed and the network that made possible 
the exchange of goods and services among nations almost entirely shat- 
tered. 

The Problem 

The problem is, obviously, how to reconstruct that mechanism which 
can once again serve mankind in general. This problem leads to a con- 
sideration of the economic ailments that men encountered after the fight- 
ing ceased and, generally speaking, resolves itself into another question: 
"What measures must be taken to alleviate the economic needs of the 
world?" 

The first step, of course, is to create a means of permitting short-term 
financing that in turn will facilitate the exchange of goods. 

The second is to reconstruct the means of production of other coun- 
tries. This can only be accomplished through long-term financing. 

The International Monetary Fund 

In the previous discussion, it was brought out that monetary dis- 
orders, restrictions, exchange controls, and quotas hamper the flow of 
international trade. Obviously, by establishing some machinery that 
will permit the elimination of these obstacles, nations will be able to 
discard whatever barriers they have erected in the last few years and 
will again be able to trade freely all over the world. 

The machinery that aims to bring about the exclusion of all restric- 
tions in foreign trade, is the International Monetary Fund. 

The purposes of the Monetary Fund, as stated in International Mone- 
tary Fund, Articles of Agreement between the United States and Other 
Powers, issued by the Department of State, Publication 2512, U. S. Gov- 
ernment Printing Office, are: 

i. To promote international monetary co-operation through a permanent in- 
stitution which provides the machinery for consultation and collaboration on 
international monetary problems. 

ii. To facilitate the expansion and balanced growth of international trade, 
and to contribute thereby to the promotion and maintenance of high levels of 
employment and real income and to the development of the productive resources 
of all members as primary objectives of economic policy. 
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iii. To promote exchange stability, to maintain orderly exchange arrange- 
ments among members, and to avoid competitive exchange depreciation. 

iv. To assist in the establishment of a multilateral system of payments in re- 
spect to current transactions between members and in the elimination of foreign 
exchange restrictions which hamper the growth of world trade. 

v. To give confidence to members by making the Fund's resources available to 
them under adequate safeguards, thus providing them with opportunity to cor- 
rect maladjustments in their balance of payments without resorting to measures 
destructive of national or international prosperity. 

vi. In accordance with the above, to shorten the duration and lessen the de- 
gree of disequilibrium in the international balances of payments of members. 

In order to accomplish these aims it is essential to bear in mind that 
the Monetary Fund is not a business venture, but a co-operative move- 
ment in which all the members will strive to help one another in an 
effort to re-establish conditions favorable to international trade. 

No matter how noble the aims, however, they will never bring any ef- 
fective benefits unless some practical methods arc established for extend- 
ing adequate aid to member countries that will permit them to maintain 
stable exchange rates, and thus avoid harmful restrictions to interna- 
tional trade. To accomplish this objective, the Monetary Fund has 
created a pool of resources contributed by all members of the Fund. The 
total subscription by the 44 countries will amount to 8.8 billions of dol- 
lars, and the quotas assigned to the members aie as follows: x 

Quota Quota 

(In Millions of (In Millions of 

United States United States 

Country Dollars) Country Dollars 

Australia 200 Iran 25 

Belgium 225 Iraq 8 

Bolivia 10 Liberia .5 

Brazil 150 Luxembourg 10 

Canada 300 Mexico 90 

Chile 50 Netheilands 275 

China 550 New Zealand 50 

Colombia 50 Nicai agua 2 

Costa Rica 5 Norway 50 

Cuba 50 Pa na ma -5 

Czechoslovakia 125 Paraguay 2 

Dominican Republic 5 Peru 25 

Ecuador 5 Philippine Commonwealth .. 15 

Egypt 45 Poland 125 

El Salvador 2.5 Union of South Africa 100 

Ethiopia 6 Union of Soviet Socialist Re- 
France 450 publics 1,200 

Greece 40 United Kingdom 1,300 

Guatemala 5 United Slates 2,750 

Haiti 5 Uruguay 15 

Honduras 2.5 Venc/ncla 15 

Iceland 1 Yugoslavia 60 

India 400 



i Denmark, Italy, Lebanon, Syria, and Turkey were to be admitted as members 
of the Fund and the Bank. 
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The subscriptions to the fund will be paid in gold and in the cur- 
rencies of the members. The gold subscriptions will amount to 1.8 
billion dollars, of which the United States will subscribe 687.5 millions. 
The currency subscription will amount to about 7 billion dollars, of 
which the United Slates will contiibute 2.063 billions. 

Members are required also to furnish intormation on the following 
matters (quoted from Department of State Publication No. 2512, U. S. 
Government Printing Office): 

i. Official holdings at home and abroad, of (1) gold, (2) foreign exchange, 
ii. Holdings at home and abroad by banking and financial agencies, other 
than official agencies, of (1) gold, (2) foreign exchange. 
iii. Production of gold. 

iv. Gold exports and imports according to countries of destination and origin. 
v. Total exports and imports of merchandise, in terms of local currency 
values, according to countries of destination and origin. 

vi. International balance of payments, including (1) trade in goods and 
services, (2) gold transactions, (3) known capital transactions, and (4) other 
items. 

vii. International investment position, i.e., investments within the territories 
of the member owned abroad and investments abroad owned by persons in its 
territories so far as it is possible to furnish this information, 
viii. National income. 

ix. Price indices, i.e., indices of commodity prices in wholesale and retail 
markets and of export and import prices. 

x. Buying and selling rates for foreign currencies. 

xi. Exchange controls, i.e., a comprehensive statement of exchange controls 
in effect at the time of assuming membership in the Fund and details of sub- 
sequent changes as they occur. 

xii. Where official clearing arrangements exist, details of amounts waiting 
clearance in respect of commercial and financial transactions, and of the length 
of time during which arrears have been outstanding. 

But how does a member receive aid from the Monetary Fund? Let us 
take a practical case. Let us assume that a certain country, say Country 
A, is importing more than it is exporting; consequently, its "out pay- 
ments" will exceed its "in payments." In other words, Country A will 
face a lack of foreign exchange, caused by the excess of its foreign pur- 
chases over its foreign sales. This means that it will need foreign ex- 
change to meet the difference. At first Country A must use its own 
reserves of gold and exchange, but once these means have been partly 
exhausted it can use the facilities of the Monetary Fund to stabilize its 
condition. The Fund accomplishes its part by selling from its resources 
of foreign exchange the currency Country A needs to balance its economy. 

The Monetary Fund also provides a way to alter the country's ex- 
change rates, intended to correct a balance of payments. This de- 
preciation will be used not as a device for gaining advantage in inter- 
national trade, but to eliminate any possible ill effects on the other 
members of the International Monetary Fund. 
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One of the main features of the International Monetary Fund is that 
members must establish the par values of their currencies based on the 
prevailing exchange rates. The currency must be kept stable within 
one per cent of parity; and this parity cannot be changed before con- 
sulting with the Fund. Such changes when requested will be intended 
to correct a fundamental disequilibrium. The Fund, however, allows 
a member to change the parity up to ten per cent, but it is felt that such 
changes will be reported beforehand to the Fund. 

Exchange Restrictions 

Exchange controls were the natural outcome of the economic disloca- 
tions that took place in 1930 or thereabouts. In Latin America, for 
example, exchange controls have become an integral part of the financial 
systems of some countries. From their own local viewpoints, exchange 
controls meet their necessities and have assisted these republics to weather 
severe economic and social crises. From the point of view of the ex- 
porter and those who advocate free markets, exchange controls are 
barriers that not only obstruct the flow of goods, but often become dis- 
criminatory and unfair. 

One of the main objectives of the Monetary Fund is to eliminate all 
exchange controls within a prescribed period. Furthermore, once these 
restrictions have been removed, the members undertake not to impose 
contols without the approval of the Fund. 



Charges 

Any member that wishes to buy foreign exchange from the Interna- 
tional Monetary Fund with its own currency must pay for each purchase 
a fixed service charge that will amount to three fourths of one per cent. 
If the charge is altered by the majority of votes, the charter of the Fund 
prescribes that it will never go below one half of one per cent. When- 
ever a member buys exchange beyond its quota, additional charges will 
be levied on the member. 

Scarce Currency 

In discussing the question of exchange in Chapter XII, it is pointed 
out that at times a currency, say the dollar, becomes scarce. This condi- 
tion, it is explained, is due to the fact that the country, the United States, 
is selling larger amounts than it buys abroad, thus bringing a scarcity of 
dollars. Under such conditions there is the danger that the increased 
demand for dollars may start a scramble to obtain this needed currency. 
In that case, two things will be done: first, the Fund will study the 
conditions and issue a report; second, if the Fund's holdings of that 
particular currency, the dollar, are also low, the Fund will then request 
the member concerned, the United States, to sell dollars for gold. If th 
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demands on the Fund are so great that it is unable to supply the needed 
dollars, the Fund will then apportion the dollars to the members who 
have applied for them, and the members will then limit their transac- 
tions in the scarce currency, in this case, dollars. 

The aim of the Fund is to avoid the development of a shortage of 
any currency. Whenever such a shortage occurs, it is obvious that in 
the end the Fund must re-establish a balance between the country's 
exports and imports. 

Withdrawal from the Fund 

Members may withdraw from the Fund any time they wish to, by 
giving notice in writing to the Fund. 

If a member fails to perform its obligations in accordance with the 
agreement, it will forfeit its right to use the facilities and resources of 
the Fund. If the member disregaids this disciplinary measure and fails 
to adhere to the regulations of the Fund, then the member will be re- 
quired to withdraw. 

The head office of the International Monetary Fund is located in the 
United States, and there will be agencies or branch offices established 
throughout the world. 

International Bank for Reconstruction and Development Its Aim 

As has been stressed, the aim of the Monetary Fund is to stabilize the 
currencies of the woi Id and, when necessary, permit the members of the 
Fund to obtain their requirements for foreign exchange to overcome any 
scarcity in any foreign currency. This procedure in practice represents 
the extension of short-term credit facilities to members who need such 
assistance. 

The International Bank for Reconstruction and Development, on the 
other hand, is intended to stimulate and promote the development of 
long-term financing. It can be said, therefore, that these two institu- 
tions complement each other and, consequently, must grow together and 
direct their assistance toward the same goals: the elimination of ob- 
stacles that hinder the free flow of goods and capital all over the world, 
and the revival of international trade. 

The natural question to ask is: how will the Bank help to accomplish 
these aims; and the answer is twofold: 

1. By extending direct loans to the members of the Bank. 

2. By guaranteeing loans extended by private institutions and investors 
to the members of the Bank. 

The purpose of the bank, as stated in International Bank for Recon- 
struction and Development, Depaitment of State, Publication 2511, U. S. 
Government Printing Office, Washington, D. C. is: 

i. To assist in the reconstruction and development of territories of members 
by facilitating die investment of capital for productive purposes, including the 
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restoration of economies destroyed or disrupted by war, the reconversion of 
productive facilities to peacetime needs and the encouragement of the de- 
velopment of productive facilities and resources in less developed countries. 

ii. To promote private foreign investment by means of guarantees or par- 
ticipations in loans and other investments made by private investors; and when 
private capital is not available on reasonable terms, to supplement private in- 
vestment by providing, on suitable conditions, finance for productive purposes 
out of its own capital, funds raised by it and its other resources. 

iii. To promote the long-range balanced growth of international trade and 
the maintenance of equilibrium in balances of payments by encouraging inter- 
national investment for the development of the productive resources of mem- 
bers, thereby assisting in raising productivity, the standard of living and condi- 
tions of labor in their territories. 

iv. To arrange the loans made or guaranteed by it in relation to international 
loans through other channels so that the more useful and urgent projects, large 
and small alike, will be dealt with first. 

v. To conduct its operations with due regard to the effect of international 
investment on business conditions in the territories of members and, in the 
immediate post-war years, to assist in bringing about a smooth transition from 
a wartime to a peacetime economy. 

The Capital of the Bank 

The members of the Bank shall be the same members as those of the 
International Monetary Fund. 

The authorized capital shall be 10 billion dollars in terms of the 
United States dollar. The capital stock is to be divided into 100,000 
shares with a par value of $100,000 each. The shares will be sold only 
to subscribers. The subscription is divided into two parts, as follows: 
(1) 20 per cent to be paid as soon as called (to permit the Bank to start 
its operations); (2) the balance, or 80 per cent, to be paid when needed 
by the Bank. 

The subscriptions will be paid as follows: 

1. Two per cent of the price of each share shall be payable in gold or 
United States dollars; the balance, or 18 per cent shall be paid in the 
currency of the member nation. 

2. The other 80 per cent, when called, will be made in gold, in United 
States dollars, or in the curiency requiied to discharge the obligations of 
the Bank. 

The quotas that the member nations must subscribe are: 

Sit bscription Sn bscription 

(Millions of (Millions of 

Country Dollars) Country Dollars) 

Australia 200 India 400 

Belgium 225 Iran 24 

Bolivia 7 Iraq 6 

Brazil 105 Liberia .5 

Canada 325 Luxembourg 10 

Chile 35 Mexico 65 

China 600 Netherlands 275 

Colombia 35 New Zealand 50 
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Country 

Costa Rica 

Cuba 

Czechoslovakia 

Dominican Republic 

Ecuador 

Egypt 

El Salvador 

Ethiopia 

France (Increased to 525) 

Greece 

Guatemala 

Haiti 

Honduras 

Iceland 



Subscription 
(Millions of 
Dollars) 
2 
35 
125 
2 

3.2 
40 
1 
3 

450 
25 
2 
2 
1 
1 



Country 

Nicaragua 

Norway 

Panama 

Paraguay (Inci eased to 3.5) 

Peru 

Philippine Commonwealth . . . 

Poland 

Union of South Africa 

Union of Soviet Socialist Rep. 

United Kingdom 1,300 

United States 3,175 

Uruguay 105 

Venezuela 105 

Yugoslavia 40 



Subscription 
(Millions of 
Dollars) 
.8 
50 
.2 
.8 

17.5 
15 
125 
100 
1,200 



Loans and Guarantees Made by the Bank. 

The Bank, as pointed out, is allowed to make loans or guarantee them, 
provided such loans or guarantees are extended to the members of the 
Bank. The conditions under which the loans or guarantees are to be 
extended are as follows: 2 

i. When the member in whose territories the project is located is not itself 
the borrower, the member or the central bank or some comparable agency of 
the member which is acceptable to the Bank, fully guarantees the repayment 
of the principal and the payment of interest and other charges on the loan. 

ii. The Bank is satisfied that in the prevailing market conditions the bor- 
rower would be unable otheiwise to obtain the loan under conditions which 
in the opinion of the Bank are reasonable for the borrower. 

iii. A competent committee has submitted a written report recommending the 
project after a careful study of the merits of the proposal. 

iv. In the opinion of the Bank the rate of interest and other charges are 
reasonable and such rate, charges and the schedule for repayment of principal 
are appropriate to the project. 

v. In making or guaranteeing a loan, the Bank shall pay due regard to the 
prospects that the borrower, and if the borrower is not a member, that the 
guarantor, will be in position to meet its obligations under the loan; and the 
Bank shall act prudently in the interests both of the particular member in 
whose territories the project is located and of the members as a whole. 

vi. In guaranteeing a loan made by other investors, the Bank receives suitable 
compensation for its risk. 

vii. Loans made or guaranteed by the Bank shall, except in special circum- 
stances, be for the purpose of specific projects of reconstruction or development. 

All loans granted must stipulate the currency in which payment is to 
be made, and the Bank will insure itself that the loan is used for the 



2 Quoted from International Bank for Reconstruction and Development, Department 
of State, Publication 2511, U. S. Government Printing Office, Washington, D. C. 
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purpose for which it was granted. Furthermore, if the member nation 
finds it impossible to meet the conditions of the loan, the member 
is free to apply to the Bank for a relaxation of the conditions of 
payment. 

If, for example, the loan was made in dollars, and the borrower lacks 
this currency, it can then be arranged to make payment in the currency 
of the borrower for a period of time not exceeding three years. The 
Bank may also modify some of the terms of the loans or extend the life 
of a loan. 

When the borrower, whether the government, or a corporation, can 
obtain a loan from investors on reasonable terms, the Bank will not 
concern itself with such a loan. If the loan cannot be obtained, then 
the Bank is free to grant the loan or to guarantee it. If the borrower 
is not a central bank, then the loan must be guaranteed by the govern- 
ment or the central bank. 

Requests for loans and guarantees will be investigated by a committee 
of the Bank, which will also make recommendations concerning the 
requests. The approval of a loan must rest, not only on the capacity 
of the borrower to pay, but on the basis of the reasons given below: 

1. The loan cannot be obtained irom investors in the open market. 

2. The loan is intended for some specific productive project. 

3. The borrowing country will be in a position to benefit by the loan. 

4. The terms of the loan are reasonable and appropriate. 

5. The borrower cannot obtain the loan even after the i3ank agrees to 
guaiantee it. 

Once the loan is granted the Bank will take all necessary measures to 
see that it is properly used to meet the actual expenses of the project for 
which the loan was extended. 

In case of default on loans granted, participated in, or guaranteed by 
the Bank (International Bank for Reconstruction and Development, De- 
partment of State, Publication 2511, U. S. Government Printing Office, 
Washington, D. C.), 

a. The Bank shall make arrangements as may be feasible to adjust the obliga- 
tions under the loans. 

b. The Bank will proceed to meet its payments under continued liability. 

Charges 

The Bank is free to determine the interest rate, the amortization pay- 
ments, the maturity, and the commission to be charged with each direct 
loan. The rate of commission to be charged by the Bank shall be be- 
tween one and one and one-half per cent for the first ten years of the 
Bank's operation. After ten years the rate of commission may be re- 
duced if the accumulated reserve justifies the reduction. 
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Organization and Management 

The Board of Governors will consist of 44 members, one from each 
member nation. They will meet annually, but other meetings will be 
called when needed. There will be an Advisory Board of seven or more 
representatives drawn from the field of banking, commerce, industry, 
labor, and agriculture. 

The head office of the Bank will be in the United States, and regional 
offices may be established in other countries. 

The day-to-day business of the Bank will be carried on by the presi- 
dent, the officers, and staff, and by the loan committee appointed by the 
executive directors. 

There will be 12 executive directors. The United States, the United 
Kingdom, the Union of Soviet Socialist Republics, China, and France, 
each appoint one. The other seven will be selected by the governors 
of the other 39 countiies on the basis of proportionate representation. 

Voting for the Board of Governors will be based mainly on the amount 
of subscription. Each member will have 250 votes plus one vote for 
each share of stock subscribed to by his country. The United States 
will have 32 per cent of the votes, the British Commonwealth 25 per cent, 
and Russia 12 per cent. 

The Export-Import Bank of Washington 

In the previous discussion, attention was called to the efforts this 
country has made to revive the world's trade. Through long months of 
labor, the United States brought together many nations with the aim 
of establishing the means to stabilize the cuirencies of the world, thus 
making possible the interchange of goods and services among nations, 
and created the International Bank with the purpose of helping to 
rehabilitate the productive capacities of the member nations of the Bank. 

Not satisfied to assist in the reconstruction of trade throughout the 
world, the United States has also taken steps to vitalize and develop the 
foreign commerce of this country. 

Chapter IX presents in detail the various services developed by the 
Department of Commerce, the Department of State, and the Department 
of Agriculture in the endeavor to assist the foreign trade of this coun- 
try. But although these branches of the government have extended 
valuable help to American businessmen, they are not sufficient in them- 
selves to enlarge in a practical form the foreign commerce of this country. 

In order to fill this gap, therefore, the United States Government 
created a way to assist in some measure, and in a practical manner, the 
financing of its foreign trade, by establishing the Export-Import Bank 
of Washington. 

The bank was originally established in 1935, and by an Act of Con- 
gress, dated 1945, it was made into a permanent agency. 
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The purpose of the bank is to aid "the financing and facilitating of 
exports and impoits and the exchange of commodities between the 
United States or any of its Tcrritoiies or insular possessions and any 
foreign country or the agencies or nationals thereof." 

The Act of 1945 gives the bank powers to clo "a general banking busi- 
ness and to make practically any type of loan, without limitation as to 
the amount of loans to any one borrower." 

Its capital stock is one billion dollars, supplied by the United States. 
The bank is also authorized to borrow from the Secretary of the Treasury. 
The earnings of the bank will also provide an additional source of 
funds. 

The bank's principal aim is to piomote international trade, to assist 
in the development of exports and imports. To accomplish this, it 
guarantees or makes loans that will permit the financing of foreign trade 
or projects in other countiies. The loans are granted for specific pur- 
poses. In other words, the bank assures itself that the funds advanced 
are used for the project for which the loan was accepted, the project that 
was oiiginally set forth in the request. It also assures itself that the risk 
involved is not abnormal, and the borrower offers reasonable assurance 
that the loan will be liquidated as arranged. 

Finally, in accordance with the wishes of Congress, the bank will not 
compete with piivate capital. The activities of the bank are entirely 
confined to assuming certain types of risks that private institutions do 
not care to absorb without the assistance of the Government. 

The bank finances exports fiom the United States, imports into the 
United States, and will also assist in financing technical services in the 
United States that will facilitate the export of tangible commodities. 

The financing of exports will include the following types: 

1. Credits intended for individual United States exporters which will 
assist in the distribution in foreign countries of specific materials or 
equipment. 

2. Credits extended to foreign governments, foreign commercial houses 
or banks to be available for a definite period of time, for the purchase 
in the United States of specific materials, equipment, or services. 

There are certain things the bank is not allowed to clo: 

1. The bank must not compete with private banks. Therefore if the 
exporter can finance his business thiough his own bank, the Export- 
Import Bank will not extend its facilities to such exporter. 

2. The bank cannot purchase stock in another corporation. 

3. The bank is forbidden to make lump sum advances to be used by 
the borrower as he sees fit. 

4. The bank is not permitted to finance business between this country 
and its possessions or Territories. 

Those wishing to apply for credit from the Export-Import Bank may 
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do so by writing to it in Washington 25, D. C. It would be far more 
practicable, however, for the seeker of credit to address his request 
through his own commercial bank. The application should include the 
following information: 

1. The type of commodity to be financed. 

2. The name of the country where the service will be rendered, or to 
which the goods or equipment will be shipped. 

3. Statement that the borrower's bank is not in a position to finance 
the transaction in question. 

4. Amount of the credit needed and the terms required. 

5. Complete trade and bank references. 

6. Comparative balance sheet and profit-and-loss statement for the pre- 
ceding three years. 

7. Brief history and experience, as well as information about the pur- 
chaser. 

8. Name of the guarantors, if a guaranty is needed. 

9. Any other additional information that will assist the bank in con- 
sidering the request for credit. 

Requests for credit from foreign governments are not within the scope 
of this study. In passing, it might be said that any government wishing 
to borrow from the bank must apply through its embassy or legation. 
The applicants must submit the following information: 

1. The purpose for which the credit will be used. 

2. Reasons for requesting the loan. 

3. The amount of credit and the teims of repayment. 

4. State of the external assets of the country, such as gold and foreign 
exchange holdings. 

5. Production of gold of the country. 

6. Outstanding obligations of the country and commitments. 

7. The interest and amortization that the country must meet every 
year against outstanding loans. 

8. An analysis of the country's balance of payment. 

In other words, the information submitted to the bank must be of 
such a favorable nature that it justifies the credit requested. Further- 
more the bank must receive assurance that the country will have suf- 
ficient dollars available to meet its obligation when it falls due. 

The Export-Import Bank also extends its services to small business men, 
by granting a revolving credit available for a limited period of time, 
usually a year, and upon "presentation for discount by the bank through 
its agent bank of drafts on approved foreign purchases." This means 
that if an exporter wishes to use the facilities of the Export-Import 
Bank, he applies through his own bank for a revolving credit which will 
be on the basis of discounting foreign bills of exchange up to a certain 
amount. The bills are discounted at the exporter's bank; however, the 
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Export-Import Bank guarantees the full performance of the transaction. 

The Export-Import Bank agrees to such a revolving credit if the ex- 
porter's bank is not able, or does not care, to assume the risk of making 
advances against the exporter's foreign bills. 

The arrangement might specify that the Export-Import Bank accepts 
for discount up to 75 per cent or less of the bills, and the exporter's 
bank may agree to advance the balance. 

The Three Patterns in World Trade 

After the second world war, three different patterns appeared to 
emerge, as far as foreign trade is concerned. This emergence had noth- 
ing to do with political thoughts, social trends, or high-pressured di- 
plomacy. One is almost tempted to state that the three patterns of 
international commerce were the natural outcome of circumstances af- 
fecting the whole world. They represent in a general way the present 
tendency of thought concerning international trade. 

1. The first pattern here considered is that of isolated Russia, a vast 
nation extending from the Balkans to the Asiatic waters, almost self- 
sufficient, and now pushing its way beyond its prewar boundaries to 
embrace, directly or indirectly, Finland, Latvia, Estonia, Lithuania, 
Poland, Czechoslovakia, Hungary, Rumania, Bulgaria, Yugoslavia, and 
Albania. Among other things, this countiy aims to become more self- 
sufficient than ever before. 

It is true that previous to the last war Russia imported goods and 
that for some time it will continue to import; but the terms and condi- 
tions will be strictly regulated by the policies set by Moscow. 

Since the establishment of its present ionn of government, Russia has 
conducted its foreign trade (as explained on page 323) through the State. 
To be more explicit, several agencies were created for the purpose of 
dealing with foreign nations. Sales made by this country to Russia are 
not dealings between an American exporter and a Russian importer. 
The American seller deals with the Russian government through its 
agency, which is located in this country. If Iselin Jefferson & Company, 
for example, wish to sell Russia a textile mill, they must deal with 
Amtorg, which represents the Commissariat of Foreign Trade in the 
United States. 

The terms of sale as a rule are: (a) payment on presentation of shipping 
documents, which could be the commercial invoice and railroad bill of 
lading, or the customary papers issued by steamship companies, and the 
other documents required by the United States and the Russian Gov- 
ernments; (b) payment against letter of credit; (c) long-term transactions 
subject to commercial negotiations and agreements. 

It will be the tendency of Russia to direct all of her future efforts to 
absorb as much as possible of the production of the nations that are 
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within its orbit, and also to satisfy their needs for foreign products. 
This trade must be cariied on in only two ways; that is, it must be 
financed, or it must be conducted on the basis of barter. At any rate, 
one is tempted to suimise that Russia will endeavor to conduct its com- 
merce according to some plan pieviously arranged in Moscow. 

Whether Russia will accept the new plans ior foreign trade, thus elimi- 
nating the bilateral ariangements it has concluded with other neighbor- 
ing nations is quite hard to say. Nevertheless, the United States 
continues to seek Russia's co-operation in establishing multilateral agree- 
ments permitting the free interchange of goods and services. 

2. The second pattern in world trade is represented by the United 
Kingdom, its Dominions and Colonies, as well as by those countries, such 
as Argentina, Norway, Portugal, and other nations, that are included in 
what is known as the Sterling Area (discussed on page 225). 

The existence of the Sterling Area is the outcome of war conditions. 
Within this sphcie, London stands as the guardian and manager of the 
economic fate of several nations. But what is there objectionable in this 
system? India, for example, cannot exchange into dollars any of the 
huge balances it has in London that would permit it to buy goods in 
the United States. India must ask London for the dollars it needs, in 
spite of the fact that the United States buys large quantities of goods from 
India a situation that would, under normal conditions, peimit that 
country to buy from us. 

In other words, at the present time England is functioning under war 
arrangements, which contiol exchange transactions. It uses also the 
preferential arrangement made with the countries that composed her 
empire and the bilateral agreements that were made with Argentina 
before the last war. 

It is true that England is giving support to the policies outlined by 
the United States to free world trade from all barriers, and no doubt 
will uphold her promise to eliminate as soon as possible the practices 
that represent prewar days. 

3. The thiid world of trade, represented by the United States, holds 
the opposite of Russian ideas about foreign commerce. The American 
sphere, it can be roughly said, includes the West Indies, Mexico, Cen- 
tral and South America with the exception of Argentina. In the east 
may be included the Philippine Commonwealth, China, as well as other 
islands and territoiies located in the Pacific area. Within this sphere 
flows about 20 to 25 per cent of world trade. 

It is the aim of the United States to remove all barriers from interna- 
tional trade, permitting the nations of the world to deal with each other 
without any interference or hindrances. 

The foreign credit man, as he considers business abroad, must take 
into consideration these three worlds. He will, no doubt, see some sort 
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of struggle among them in their effort to capture the trade of those 
regions such as the Middle East, Australia, New Zealand, and so forth, 
which are more or less beyond their influence. In these circumstances, 
he must be alert and adopt those policies which are in accordance with 
the prevailing conditions. He could not very well extend credit to 
Egypt, for example, in the same manner that he extends credit to El 
Salvador or Pueito Rico. His policy with Egypt must be more con- 
servative than with the latter two. 

As these patterns began to emerge, other trends started to take shape 
in the minds of the officials in other countries. One of them is known 
as the Customs Union. 

Customs Union 

The idea of Customs Union has been discussed from time to time 
among small nations so situated geographically that it is possible for 
two or moie nations to woik out a plan to achieve mutual benefits. The 
aim of the Customs Union is to blot out state boundaries with the pur- 
pose of creating a solid, well-integrated, economic union. Back in 1922 
Belgium and Luxembourg created such a unit. 

The success of this union piompted the Netherlands to plan a similar 
understanding to serve three countiies: Belgium, Luxembourg, and Hol- 
land. Their aim is to attain a well-knit economic unit that might replace 
the economic influence Germany exerted in Europe and the world before 
World War II. This plan is in its preliminary stage of formation. Sev- 
eral obstacles must be overcome, among which aie social and religious 
prejudices. 

The characteristics and aims of all Customs Unions are the same: 

1. The elimination of tariffs between the members of the union. 

2. The enactment of one common tariff system by the members of 
the union to replace the tariffs each one of the members had for trading 
with other nations. 

3. The integration of their economies in order to achieve a complete 
economic union. 

These aims must be carried into effect by stages. First the members 
enact tariffs that will apply only within their own territories. Then they 
proceed to evolve a system of tariffs for trade with other nations. Last 
of all the members take further steps to become a unified economic 
community. 

The establishment of these unions will result in a lowering of duties 
on United States goods. It will also stimulate other adjoining countries, 
such as Italy and Austria, to plan similar integrations of their national 
financial interests. It is conceivable, too, that in South America such 
plans could materialize: for instance, Venezuela, Colombia, and Ecuador 
could readily form a Customs Union. Central America could adopt a 
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similar plan, which undoubtedly would not only strengthen its economic 

future, but also stabilize its political governments. 

The International Trade Organization 

It has been previously stressed that the Monetary Fund directs all its 
efforts toward stabilizing the currencies of the world, whereas the Inter- 
national Bank is concerned with the idea of reviving, by means of finan- 
cial aid, the productive capacities of the nations of the world, especially 
those whose industries were destroyed during World War II. 

There are also other agencies which deal with food and agriculture, 
with aviation, labor, and so forth; but there is no organization striving 
to avoid unemployment or working to create a practical means of 
eliminating trade barriers and discrimination, which are obstructing 
commercial expansion all over the world. 

It is the aim of the International Trade Organization, put forward by 
the United States, to reach those goals. In fact, this country is so anxious 
to do away with all forms of restriction that it has already submitted for 
the consideration of other nations the Charter of the above-named or- 
ganization. 

Its general purposes are: 

1. To promote the maintenance of employment. 

2. To work toward the final elimination of regulations and barriers 
obstructing world trade, regardless of whether such barriers have been 
imposed by governments or private oganizations. 

3. To establish, under acceptable rules, the negotiation for inter- 
governmental commodity agreements. 

4. To create permanent international machinery for consultation and 
collaboration in trade matters. 

Employment. The Charter realizes that it is essential for every nation 
of the world to achieve full employment. To that effect it advocates that 
each member agree not only to maintain full employment within its own 
state, but to avoid establishing any domestic measures that would create 
unemployment in other countries. The Charter also proclaims that 
each member of the organization collect, analyze, and exchange informa- 
ation on employment problems, and consult regularly on these problems 
with the other members. 

General commercial policy. It is the aim of the Charter to reduce, 
and finally to eliminate when possible, governmental barriers obstructing 
international trade, among which are: 

1. Trade regulations. It is the object of the Charter to establish equal 
treatment in trade by eliminating or regulating various administrative 
devices hampering foreign commerce and by publishing and giving ad- 
vance notice of any regulation that is to be enacted by members aiming 
to restrict trade. 

2. Tariffs and preferences. The Charter requires immediate considera- 
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tion of measures leading toward reciprocal negotiations for the reduction 
of tariffs and the elimination of import taiiff preferences. The Charter 
permits the modification of tariffs, and is willing to grant other cases 
where the member's domestic producers are seriously injured. It pro- 
hibits agreements with nonmembers and prevents members from extend- 
ing tariff concessions to nonmembers. It permits special advantages to 
promote frontier traffic and Customs Unions. 

3. Quotas. The Charter desires the elimination of quotas and em- 
bargoes on trade; however it permits them for agreed purposes and 
under well-defined circumstances. 

4. Exchange restrictions. One of the most important objectives of 
the Charter is to remove all exchange restrictions. Whenever they are 
allowed, they shall be permitted for agreed purposes and under certain 
defined conditions, and shall be revoked as soon as possible. 

5. Injurious subsidies. All subsidies affecting trade in general are to be 
reported to the International Trade Organization, and those considered 
injurious to international trade will be studied with the purpose of 
limiting them. 

6. State monopolies. All state trading enterprises are to be operated 
in a nondiscriminatory manner. When a member exerts a state mo- 
nopoly on any one product, that member should agree to negotiate for 
the reduction of the protection extended to domestic producers. In 
cases where the State has complete state monopolies over all foreign trade, 
it agrees to maintain total imports of all products at a level to be nego- 
tiated periodically. 

Commodity arrangements. The Charter, when drawn, recognized 
the difficulties each nation must face, among which are world surpluses 
of various commodities. Under such unavoidable circumstances, the 
Charter permits the adoption of intergovernmental commodity agree- 
ments to regulate production, trade, and prices. However, although 
these concessions are granted, the organization requests that such agree- 
ments be consistent with certain objectives; and asks the members that 
any agreement reached rriust also fulfill certain specific conditions. 

If commodity agreements are necessary they would be acceptable only: 

1. To enable countries to solve financial or other difficulties caused by 
surpluses. However, the agreement should not be unilateral, for such 
action might create embarrassment or difficulties in other countries. 
Whenever any commodity agreement is negotiated, it should take into 
consideration the interests of other nations. 

2. To avoid serious distress to producers or labor caused by surpluses. 

3. As a means leading toward a working arrangement, and only for a 
limited period. During this period of transition, however, measures will 
be taken by the member toward increasing consumption of the surplus 
product, and the member nation will also initiate a program toward 
creating a more varied economy. 
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Furthermore, it is required of the members concerned that is, the 
parties to the commodity agreement that they plan a satisfactory 
economic adjustment leading to the discontinuance ot the agreement. 

Membership. The Charter provides for two general types of member. 
The original members will be those nations that are represented at the 
initial International Conference on Trade and Employment, and that 
accept the Charter by a certain due date. The second type of member 
will be designated as ''other members," and will be those accepted for 
membe ship in the International Trade Organization after it has been 
formed. 

An Inter-American Bank (A Possibility) 

At various times in the past, representatives from North and South 
America have discussed the idea of establishing an Inter-American Bank. 
If this bank is created, its function will be somewhat similar to the more 
or less defunct Bank for International Settlement. However, it will have, 
it is hoped, wider and more diversified powers than the latter. 

In accordance with the latest suggestions, this new bank will fulfill 
four main functions: 

1. It will facilitate the flow of investments and funds to countries that 
need them to develop their industries and any other valid commercial 
enterprises. These advances will be made to the governments or their 
agencies on a long-term basis. 

2. The loans will be granted directly by the bank to the governments 
of the nations of this hemisphere. The bank will also have the authority 
to guarantee obligations assumed by these governments through private 
banks or individuals. These obligations will be in the nature of bonds 
sold to the public in general. 

3. The bank will also aim to facilitate payments among the nations 
of the Western Hemisphere. This function will of course hasten the 
liquidation of frozen balances and will assist in discontinuing the systems 
of exchange controls and bilateral arrangements. 

4. This institution will direct its efforts toward establishing currency 
stability throughout the Western Hemisphere. This will be accom- 
plished by rediscounting commercial papers for the Central Banks of 
those republics facing adverse balances of payments. 

The goal of this bank appears to be the same as that of the Interna- 
tional Bank for Reconstruction and Development initiated at the Bretton 
Woods Conference, although the Inter-American Bank will function only 
within the Western Hemisphere. 

The Stock Exchange and Foreign Trade 

As time passes, the belief grows more and more that the permanent 
stabilization of trade among nations will undoubtedly be one of the 
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healthiest influences toward the elimination of most of the world's 
disturbances. In this chapter have been outlined some of the various 
plans and policies, advocated or defended by this country, tending to 
improve commercial relationships throughout the world. 

It is felt also that any of the policies set forth, or any of the agencies 
that are functioning now, or that are to start operating in the near 
future, will succeed in achieving their purposes only if the United States 
participates wholeheartedly in these endeavors. The reason for such 
belief rests in the obvious fact that this country is a large economic unit 
possessing tremendous financial resources and any multilateral com- 
mercial arrangement could not very well function without the effective 
use of the economic and financial means of this nation. 

It is certain that this country has diiected its efforts toward the per- 
manent establishment of free trade among all the countries of the world 
regardless of their political or social affiliations. 

This chapter has outlined the various agencies that the United States 
has proposed or backed, aiming to establish a more free world trade. 
To assist further in achieving this goal, the New York Stock Exchange 
has broadened its requirements for listing foreign secuiities. One pur- 
pose of this policy is to encourage the industries of other countries 
to seek investment capital in this country and also to facilitate the flow of 
American capital to other countries. 

It can be added, too, that this policy does not intend to obtain control 
of foreign industries. To be sure, foreign countries are on their guard 
against the excessive inflow of capital seeking to gain possession of this or 
that commeicial endeavor. Whatever investments are made will be made 
in partnership with native capital. 

What does this policy mean to the foreign credit man? First of all, it 
develops or aids in developing and enlarging the productive capacities 
of foreign countries. It helps to increase "their national incomes, and 
also creates good will among nations. 

Furthermore, the Stock Exchange has always been to the foreign 
credit man an indicator pointing to the conditions of the country. If, 
for example, the issues of stocks and bonds of industtials located abroad, 
as well as the foreign government's own bonds, register a pronounced 
drop in price, it may be taken as a sign that the general financial condi- 
tion of that particular nation is not very encoiu aging. If, on the con- 
trary, these types of issue show strength, or their prices climb, such a 
tendency would indicate, of course, that the financial condition of that 
country is in a sound condition. 



CHAPTER III 

THE FOREIGN CREDIT MAN 



Why The Foreign Credit Man? 

In the past it has been the practice among exporting houses to delegate 
all authority relating to credits to the Export Manager. His knowledge, 
it was argued, qualified him for such responsibility. Even today, the 
domestic credit man prefers to be relieved of the duties of checking 
foreign credits. 

The logical conclusion seems to be that because of the striking 
dissimilarity between domestic and foreign credits, the person in charge 
of foreign credits should be especially trained to perceive and appreciate 
the complexity of the problem. 

As already pointed out, the piinciples governing all credit transactions 
are identical; yet the application oi these principles to the problem of 
foreign credits is affected by circumstances whose parallel does not exist 
in domestic credits. 

It was the custom of a well-known credit manager, whenever he was 
approached for a decision on some foreign problem, to remaik amusedly: 
"Let me transport myself to that foreign land." This attitude must be 
observed religiously. The*foreign credit man must think in terms 
applicable to foreign credits. Briefly, he must enlarge his views to cope 
with the new situation. 

The Objective of the Foreign Credit Man 

The most important function of the credit man is to reduce losses to a 
minimum. This does not mean that all prospective buyers are to be re- 
fused unless they enjoy a high rating, and an excellent business record. 
Indeed, if the credit man exists at all, it is mainly for the purpose of 
pioperly adjusting relations with the buyers who do not come within the 
category of first-class merchants, but who at the same time deserve some 
credit consideration. 

The foreign credit man must also co-operate with the merchandise 
department in developing a sound sales policy. The first step in that 
direction is to estimate the purchasing power of each country where 
goods are to be sold. 

68 
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In analyzing the market, the main objective is not to study the size 
of its population, but to determine its capacity to consume goods. It is 
worth remembering one rule: each foreign market can safely import 
only a certain quantity of a particular product. 

The second step is to study the importer's point of view, his tastes, and 
his customs. The nationality of the buyer will give us an insight into 
his native habits. 

Since each country has within its boundaries distinct population 
groups, it is essential to analyze the commercial potentialities of each 
group, and the social and economic influence each exerts on the com- 
munity as a whole. 

Qualifications of the Foreign Credit Man 

1. Imagination. Not the imagination that dreams but the imagina- 
tion that supplements observation, and that will permit the credit grantor 
to visualize reality often obscured by existing conditions. It is the ability 
of the mind which assists the foreign credit man to draw a conclusion 
from the disconnected facts he has gathered. 

2. Courage. The quality that is responsible for the firmness of 
character, the strength that gives confidence, and the convictions that 
permit one to be fair and honest. 

3. Analytical or critical mind. The capacity to discriminate, thus 
setting a scale of values. In other words, it is the faculty to arrange 
facts in accordance with their importance. 

4. Courtesy. The ability to create close contacts, which will result 
in a feeling of understanding. It is the rare quality of dealing with 
the truth gracefully. 

5. Ingenuity. The capacity to be inventive and resourceful; to 
possess the skill to devise methods that will overcome obstacles. Per- 
haps no other quality is so important in export business. 

6. Education. This chapter was opened by stressing that, in foreign 
trade, the qualifications possessed by the experienced domestic credit 
man are not sufficient to enable him to handle foreign credits. It is 
not suggested that he should discard his knowledge and experience, but 
that he should enlarge his views by studying those subjects related to 
the fascinating question of international trade. The topics with which 
he should familiarize himself are: 

Law. Although it is quite impossible to acquire any degree of pro- 
ficiency in such a complicated and vast subject, nevertheless it is of 
paramount importance to study some of the principles regulating com- 
mercial dealings with foreign merchants. 

Economics. This subject deals primarily with the question of wealth 
in all its manifestations. Within its confines the foreign credit man will 
find the meaning of balance of trade and its effect on foreign business, 
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the workings of foreign exchange, the meaning of credit, and the value 
of money. Its study will also reveal the various elements composing 
the financial system of a nation, and the functioning of the system. The 
reader will profit by spending some time studying any of the standard 
texts l dealing with the subject of economics, and also with the more 
important problem of foreign exchange. 2 

Languages. Nothing delights a foreign buyer more than to hear a 
stranger speaking his own tongue. He immediately feels confident. 
Through this medium of language a common ground may be reached. 
Besides, the trader takes this linguistic ability as a positive proof of the 
exporter's interest in him, his business, and his country. Such accom- 
plishments are also accepted as a sign of a man's efficiency, which is 
always admiied. 

The foreign credit man must keep in close contact with the trend of the 
markets. He must follow economic developments as they take place in 
the countries to which he sells. The domestic and foreign periodicals, 
banks' reviews, and the reports rendered by foreign agents will give a 
wealth of information. The publications distributed by the central 
banks of foreign countries also contain information of unequalled im- 
portance, and aie of indispensable value to the foreign credit man. 

To name a few of these publications: Lloyd's Bank, Ltd., and the 
Barclay Bank, both in London, England, issue a monthly review; The 
Banco de la Republica, Bogota, Colombia, and the Banco Central de 
Chile, Santiago, Chile, publish a monthly bulletin; and, in this country, 
the National City Bank, The Guaranty Trust Company, and the larger 
banks of the nation distribute without charge a monthly report dealing 
with the commercial situations here and abroad. 

On the following page is reproduced the beginning of a report issued 
by the Banco Central de Chile, Santiago, Chile, dealing with the credit 
and the business conditions of the country. 

Commercial geography. The aim of commercial geography is not 
only to reveal the physical aspects of the world in general, but also to 
disclose the distribution of the basic commodities of nations, trade routes, 
and the intei dependence that exists among countries. 

This subject will show the foreign credit man the latent or active 
wealth within the confines of each nation, the manner in which it exists 
as a commercial unit, and its economic importance. 



* The following texts arc recommended: Deihler. F. S., Principles of Economics, New 
York: McGraw-Hill Book Company, Inc.; Fairchild, Fnrniss, and Buck, Elementary 
Economics, New York: Macmillnn & Company: Meyers, A. L., Elements of Modern 
Economics, New York- Prentice-Hall, Inc.; Enkc & Salcra, International Economics t 
New York: Pientice-Hall. Inc. 

* Escher, Franklin, Modern Foreign Exchange, New York: Macmillan & Company; 
Southhard, Swart, and Gentes, Foreign Exchange Practice and Policy, New York: Mc- 
Graw-Hill Book Company, Inc.; Whitaker, A. C., Foreign Exctiangc, New York: D. 
Appleion & Company. 
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The map habit. Travel books could supplement the foreign credit 
man's knowledge of commercial geography. Thiough them he may 
learn to understand the human side of a country and its people. 

To check foreign credits without knowing the market's geographical 
position is like mailing a letter without an address. The foieign credit 
man would therefore be wise to study the geographic and economic map 
that hangs on the wall, looking from time to time for the ports of entry, 
the principal cities, the country's pioducts, and the country's imports. 
With these data in mind, it will be possible to visualize the market and 
its potentialities, which are, in reality, what interest the credit grantor. 

For the credit man, his interests in maps is primarily to acquaint him- 
self with certain geographical facts affecting foreign trade and, conse- 
quently, foreign credits. 

It is confusing to pore over tables stressing the wealth, population, 
climate, products, communications, and other facts concerning any one 
nation; but if a map presents these bare facts, so important in the check- 
ing of credits, it is obvious that at a glance the foreign credit man may see 
the geographical facts that concern him. 

The First National Bank of Boston has issued a series of maps pre- 
senting the pertinent facts that the foreign credit man must know about 
each market. The information given may be summarized as follows: 

Name of the country 

Area 

Population 

Climate 

Principal products 

Principal cities 

Currency 

Form of government 

Income per capita 

Imports yearly 
Per capita 

Exports yearly 
Per capita 

Ports of entry 

7. Desire to co-operate. The growing exigencies of modern business, 
which are natural to any competitive society, have pressed the domestic 
credit man to study more diligently than ever the actual buying power 
of each account. Thus it has become advantageous to approach each 
customer with an open mind, willing to weigh without prejudice the 
facts concerning the buyer's business. Unquestionably such close contact 
is of mutual value. For these self-evident reasons it is of paramount im- 
portance for the foieign credit man to approach the importer with a 
sincere desire to co-operate with him to the utmost and develop pleasant 
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Head Office - SANTIAGO 
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Santiago, May 1946 

Monthly Report 

on Credit and Business Conditions 



MINING PRODUCTION in the aggre- 
gate, as disclosed by the index compiled 
by the Direccion General de Estadistica, 
dropped from March to April by 14,6 per 
cent, i.e., from 105,7 to 90,3. The index 
also disclosed a decline of 3,2 per cent 
compared with the figure for April, 1945. 
The production of NITRATE, though 
it showed an increase in its daily avera- 
ge, decreased in its total for the month, 
from 146.008 tons in March last to 137.627 
tons in April, due to there being less 
working days in the latter month. Com- 
pared with April of last year there was 
an increase of 41.607 tons. The output 
of bar COPPER fell from 36.803 tons in 
March last to 29.416 tons in April; pro- 
duction in April, 1945, amounted to 
35.771 tons. The price of copper produced 
in the United States rose again at the 
end of May, from 12 cts. U.S.Cy. per 
Ib. to 14 3 / 8 cts. U.S.Cy. The increase 
applies to those mining companies which 
have granted salary increases, pursuant 
to the agreements concluded in this 
connection, subsequent to the 14th Fe- 
bruary last. Copper from abroad is sold 
freely in the New York market at more 
or less the same price ruling for copper 
produced in the United States. The pro- 
duction of COAL rose slightly; the total 
for April at 167.585 tons was greater by 
2.403 tons than the figure for March last, 
but was 4.940 tons lower than the total 
for April, 1945. The output of GOLD at 
401 kilogrammes dropped by 283 kilo- 
grammes, being also lower by 66 kilo- 
grammes than the total for April of 
last year. 

The index of WHOLESALE PRICES 
for April disclosed a fresh increase 



amounting to 2,1 per cent compared with 
March last and of 8,3 per cent compared 
with April, 1945. All the component in- 
dices advanced, with the exception of 
the index of mining products. The in- 
dex of the COST OF LIVING also con- 
tinued to trend upwards. At 459,8 in 
April it was 2,1 per cent higher than in 
the preceding month and 9,2 per cent 
higher than in April, 1945. 

Our FOREIGN TRADE returns for the 
month of February (the latest figures 
available up to the time of going to 
press) showed a heavy drop in the value 
of exports and a pronounced increase in 
imports. Exports in January, totalling 
99,8 million gold pesos, fell to 70,7 mil- 
lions in February, due principally to a 
falling off in shipments of mining pro- 
ducts. In comparison with the corres- 
ponding month of last year there was 
also a small decline of 3,8 million gold 
pesos. Imports amounted to 80 million 
gold pesos, being greater by 19,7 mil- 
lions than the total for January last and 
by 26,2 millions compared with February 
ol last year. 

DEPOSITS in Chilean currency placed 
with the commercial banks registered 
in April the largest increase ever lecord- 
ed in any one month. The rise, amount- 
ing to 289,6 million pesos, brought the 
total up to 5.471,1 million pesos, a fi- 
gure higher by 1.338 millions than the 
total for the correspondig month of last 
year. 

The National Savings Bank also show- 
ed an important increase under the 
heading of deposits, amounting to 181,6 
million pesos, which caused the total 
to rise to 4,051,6 millions. Deposits in 
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April, 1945, amounted to only 3.099,6 
million pesos. 

Approximately one-half of the increa- 
ses registered in April figured under the 
heading of deposits made by the pu- 
blic. The totals of these deposits in the 
commercial banks and the National 
Savings Bank were 3.953,3 and 2.905,8 
million pesos respectively. 

The increase in ADVANCES in Chi- 
lean currency granted by the commer- 
cial banks in April was almost as great 
as that recorded in the previous month, 
i.e., 165,8 million pesos, and also arose 
from increased facilities accorded directly 
to the public. At the end of April the 
grand total of advances was 5.691,2 mil- 
lion pesos, which exceeded by 1.240 nnJ- 
lions the figure for the corresponding 
month of last year. 

Advances by the National Savings 
Bank, owing to increased operations 
carried out with the public, rose during 
April by 42,1 million pesos, to a total 01 
2.140,5 millions. In April, 1945, they 
amounted to only 1.873,2 million pesos. 

Statistics on the CASH HOLDING of 
the commercial banks reveal that dur- 
ing the fortnight which terminated the 
28th April the total cash holding of these 
institutions attained the highest level 
ever recorded, of 967 million pesos (in- 
cluding 192 millions in credit docu- 
ments), a figure which exceeded the mi- 
nimum legal cash holding by 64,3 mil- 
lions. The total for the second half of 
March last was 921,1 million pesos 
(180,7 millions in credit documents) 
with an excess reserve of 55 millions. 

Between the same fortnights the to- 
tal cash holding of the National Savings 
Bank and the Caja dc Credito Popular 
increased by 11,4 million pesos, to 915,4 
millions (including 211,7 millions in 
credit Jocuments and 555,6 millions 
deposited with the commercial banks). 
The excess reserve over the minimum 
legal cash holding in turn rose slightly 
by 3,5 million pesos, to 277,8 millions. 

The CIRCULATING MEDIUM ISSUED 
BY THE BANCO CENTRAL recorded a 
fresh increase. It rose from a daily ave- 
rage of 3.704,9 million pesos during the 
second half of March to 3.791,9 millions 
during the corresponding period of April. 



A year ago its total was 3.209,4 million 
pesos. As regards its distribution, increa- 
ses were registered both in the part re- 
presenting funds held by the public, 
which rose to 2.879,4 million pesos (75,9 
per cent of the total) and in the amount 
held by the banks, which reached 912,5 
millions. 

On the other hand, current account 
deposits increased between the above- 
mentioned fortnights by 150,9 million 
pesos, and also notes and coin in free 
circulation, by 62,5 millions, the res- 
pective totals rising to 5.499,3 and 2.667,1 
million pesos. Consequently, the TOTAL 
AMOUNT OF CIRCULATING MONEY, 
composed of these items, for the fort- 
night which ended the 28th April, was 
8.166,4 million pesos, compared with 
only 6.631,1 million for the correspond- 
ing period of last year. 

According to the weekly statement of 
the BANCO CENTRAL dated 28th May, 
the total of note emissions and Chilean 
currency deposits placed with that ins- 
titution (liabilities) rose to 3.819,4 mil- 
lion pesos, from 3.751 millions at the end 
of April. The increase arose principally 
from the new discounts of bills for sugar 
importers, which reached the limit au- 
thorised during the first half of the year, 
of 225 million pesos. 

With an increase of nearly 10 per cent 
between March and April, the daily ave- 
rage of BANK DEBITS rose to 488,7 mil- 
lion pesos, and the average of documents 
passed through the clearing advanced 
to 281,8 million pesos. 

Transactions in shares on the STOCK. 
EXCHANGES again increased in value 
in April, totalling 128 million pesos 
as against 100,5 millions in March last 
and 101 millions in April of last year. 
Operations in bonds, which had declin- 
ed to a total of 66,9 million pesos in 
March, increased again to 73,6 million 
pesos in April; compared with the total 
for the corresponding month of 1945 
there was an increase of 15,7 million 
pesos. The general index of share quota- 
tions rose by 0,6 per cent in comparison 
with March last and by 5,7 per cent com- 
pared with April, 1945. 

BANCO CENTRAL DE CHILE. 
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and mutually beneficial business relations. Daily the credit executive 
will be confronted with problems that would be beyond solution if from 
the very beginning of commercial relations a close contact with the buy- 
ers is not made effective. 

In addition to this close relationship between buyer and seller, foreign 
business requires a similar intimacy among credit executives. The 
moral effect is unquestionable and avoids useless effort. In addition, the 
foreign credit men among themselves can eliminate unnecessary rivalry 
by agreeing to limit the teims and discounts to be extended to each 
market, by fixing the rate of interest to be collected from importers who 
do not pay their obligations at maturity, and by settling 'any other 
questions that may arise from time to time. 

For self-protection every foreign credit man should co-operate with his 
colleagues in an intimate and friendly manner. A practical instance 
of this necessity is found when shrewd customers take advantage of some 
technicality and proceed to suspend payments. Such practices can be 
avoided only through concerted action reached through co-operation. 

8. Good Will. No one will dispute the desirability of an immediate 
move toward creating and maintaining friendly relations with foreign 
buyers, especially with South Amciican importers. It is a characteristic 
of South Americans to feel grateful for any consideration shown. In 
fact, they consider it a moral duty to reciprocate for any kindness or dis- 
tinction extended to them. Whenever the opportunity arises, there- 
fore, it will be most helpful to cultivate this valuable asset of friendliness. 
Sooner or later it will develop into a profitable business asset. 

No one will contradict the fact that each nationality possesses certain 
native qualities that must be respected and accepted when dealing with 
it. It should be the foreign credit man's aim to understand and adjust 
his policies to conform to those characteristics. Finally, he should accept 
the principle that no single people have a monopoly on good or bad 
qualities. 

9. Knowledge of the market. Although the foreign credit man 
should have a fair knowledge of the commercial geography of a nation, 
it would be unreasonable to expect him to be thoroughly acquainted 
with the prevailing conditions in some remote province or district in 
Ecuador or Bolivia, far away from the commercial center. On the other 
hand, it is his duty to know the general conditions of each nation, especi- 
ally of the one with which he is dealing actively. The reports marshaled 
in this lespect should be reliable and diverse. Thus he will learn that 
countries enjoying bountiful crops and profitable prices possess the means 
to take care of their commercial obligations. The opposite situations will 
logically affect the traders adversely. In fact, the effect that local condi- 
tions have on the business of a community is of such significance that it 
is quite impossible to form an opinion of an importer's responsibility 
without giving due consideration to this problem. It is worth repeating 
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that foreign credits cannot be considered independently of the market's 
conditions, but must be judged, as it were, against the background 
represented by the economic forces affecting the commerce of the nation. 

10. Knowledge of accounts. It is an axiom that the credit man 
should avail himself of all opportunities and should go out of his way 
to obtain any information that will enrich his knowledge of the foreign 
buyer. Such accumulation of facts will permit the credit executive to 
render intelligent decisions on problems that may aiise concerning any 
of his accounts. 

It should be the duty of every foreign credit man to know the cus- 
tomers' seasonal buying, their activities with European houses, the firms' 
relations with the local tiade as well as with other exporters, the habits 
of the members of the firms, and their hobbies. In fact, he should wel- 
come any detail that will throw light on the personal reputations and 
financial positions of the buyers. Furthermore, this intimacy will give 
the foieign credit man the necessary confidence to deal with his accounts 
in an efficient manner. 

11. Ability to follow developments. The most important duty of a 
foreign credit man is to follow the trends of his accounts. In practice 
this means that he should become sensitive to any indication or act on the 
part of the importer that might lead him to believe that the account re- 
quires his personal attention. For example, if he notices some question- 
able action on the part of the debtor, such as unjustified merchandise 
claims, unreasonable delays in meeting his obligations, requests to defer 
or cancels orders, abnormal or unwise purchases, it would be logical for 
him to conclude that any one of these actions is sufficient to demand an 
explanation from the importer. The best course to follow in such cir- 
cumstances is to acquaint the agent with the facts and await his report. 
Fiom the agent's comments and the facts gathered from other sources, 
the foreign credit man should decide what action he should take in 
regard to the account. 

The maiket should also come within his scrutiny, especially when he 
sees any sign of disturbance. It might be a heated political campaign, 
unsettled economic conditions, or similar conflicts, but, whatever the sign 
is, he should always fathom it with the purpose of deciding whether he 
should or should not grant further credits to that market. 

Responsibility for new accounts. The general tendency among ex- 
porters is to consider the agent's recommendation as a sufficient guarantee 
for the opening of a new account. The exporter has the perfect right 
to follow this procedure. It is advisable, however, that in no circum- 
stances should the credit department accept this practice and at the 
same time be held responsible for credit losses. 

The credit man should not be obliged to check an order from any 
concern unless he is convinced that the firm is sufficiently responsible to 
command the credit requested. The responsibility Delating to credits 



76 PRINCIPLES AND PRACTICES OF FOREIGN CREDITS 

rests solely with the credit department, and there is not a single reason to 
justify the credit executive in evading this responsibility. Furthermore, 
it is the moral duty of every credit man to justify the extension of credit 
on the basis of his information. 

This formality, if it may be called such, should be fulfilled even if the 
policy of the house is to accept the agent's recommendations on accounts. 
The possibility always exists that such private investigation may refute 
the agent's opinion. 

There is no question that the agent's report should form the basis of the 
investigation, and proper consideration be given to his recommendation. 
But to accept his opinion just because he knows the concern very well, or 
is right on the ground, or because the agent deals only with first-rate 
houses and is quite sure the firm is all right, is as wise as signing a blank 
check. If the representative is convinced the importer is entitled to the 
line of credit recommended by him, he should have no trouble in con- 
veying his conviction by means of facts. 



CHAPTER IV 

THE METHODS OF THE FOREIGN CREDIT 
DEPARTMENT 



Responsibilities of the Foreign Credit Man 

For the proper management of the foieign credit department, it is 
essential to accomplish two things: (1) to place full control and responsi- 
bility of the department in the hands of a competent man; (2) to take 
care immediately of the most minute details. 

The first condition is a matter of selection, of obtaining the right man 
who possesses a sound knowledge of toieign ci edits and collections. He 
will be held accountable for the following duties: (1) accepting or 
rejecting new accounts; (2) gathering the necessary credit information to 
justify the credit extended; (3) collecting the accounts. 

To accomplish the second requisite, attending to the details, is very 
important in export business. A practical system should be installed 
which will tend to diminish the possibilities of eirois. There must be 
a practical procedure for: (a) the handling of the orders; (b) the answering 
of mail; (c) revision of the credit files; (cl) installation ot files, such as 
"duplicate document" files and correspondence; (e) the collection of 
accounts. 

Orders held. The first obligation of the foreign credit man is to 
dispose of the orders received. Those accepted arc immediately referred 
to the merchandise department. Those held temporarily are set aside for 
further consideration. Rejected orders should be returned to the mer- 
chandise department or refeired to the foreign agent. In either case 
the credit department should explain why the order was refused. 

Every order should be shipped on delivery date. If an order is held 
too long awaiting the necessary credit reports, the foreign credit man 
should obtain the consent of the buyer or agent to postpone the ship- 
ment of the goods. If this authority is not received from either source, 
the order should be considered canceled and the corresponding notifica- 
tion sent to the agent. 

When an order is held, the first step is to inform the Export Manager. 
The report should recite the reason for holding the order. It may be 
that the account is overdue, or is owing too much, or the credit file has 
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FORM 
ORDER HELD 



Name Export Manager) 

Address Initials J 

CREDIT DEPARTMENT 

1. Account Overdue REMARKS 



2. Investigating 

3. Revising Credit File 

HAVE YOU ANY INFORMATION? 

4. Unsatisfactory in the past 



5. Wrong terms 



Illustration 22. ORDER HELD FORM. 

to be revised, or wrong terms have been reported; whatever the reason 
may be, it must be relayed to the proper parties. 

By establishing this practice of stating why the order was not accepted, 
the foreign credit man creates, as it were, a problem that he can proceed 
to solve. From time to time he should consult the Export Manager to 
discuss the unaccepted orders. To simplify this work, a form should be 
filled in, similar to the one shown in Illustration 22. 

The blank should be prepared in duplicate. The original is sent 
to the merchandise department or the Export Manager, where it should 
be initialed and returned to the foreign credit department. The dupli- 
cate is mailed to the agent as an indication that one of his orders is held 
temporarily for the reason detailed in the notice. This will invariably 
bring a prompt report from abroad, from which the credit man may 
be able to make a final decision. 

If credit is refused to an importer, the proper notation should be made 
in his credit file as a permanent record for future reference. 

The credit card. The purpose of this card is to enable the foreign 
credit man to see at a glance the condition of the account. Each column 
is designated to contain specific information, such as the total amount 
of orders accepted for a particular buyer, shipments made, drafts out- 
standing, the paying record of the importer; in fact, by means of this 
card it is possible to get a complete history of the account. Illustration 
23 reproduces the credit card used by textile commission houses. 

Control of shipments. As soon as the order is ready for shipment, it 
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should be referred to the credit department, where it will be decided 
whether the goods are to be delivered to the pier for transportation over- 
seas. 

To keep control over an order before it is shipped, an arrangement 
should be made with the shipping department not to allow any goods to 
be delivered to the steamship company unless previously released by the 
foreign credit man. 

To accomplish this control, it is advisable to design a shipping card, 
or "shipping instructions sheet," similar to that shown in Illustration 25. 
It should be divided into two sections, one intended for the credit 
department and the other for the shipping department. The card is 
made up as soon as the order is accepted, and is kept by the shipping 
clerk. When he receives notice that the goods are ready for shipment, 
he will refer the card to the foreign credit man, whose signature on the 
card will be an authorization permitting the factory or mill to release the 
goods for shipment abroad. 

NAME Gustave Stable CABLE ADDRESS Bolat 

ADDRESS P.O. Box 715, Stockholm 7, Sweden 

TERMS Sight Draft Documents Attached BANK Central Hanover 

Bank and Trust Co., 
New York City. 

CREDIT LIMIT Not more than one shipment of 
$2,000.00 outstanding at one time. 

DATE 

2/4/46 Instruct Bank to remit proceeds by Air Mail 

Illustration 24. FRONT SHEET, ATTACHED TO CREDIT FILE. 

The credit file. The value of the credit file depends on the scope 
and nature of the information gathered, and on the fact that reports are 
kept current. 

Adequacy of scope demands that the facts marshaled cover not only 
the fundamental facts revealing the character, capacity, and capital of the 
importer, but also details giving unity to the whole report. By unity 
is meant, briefly, that the information should bring out conclusively the 
value of the account, its standing or rating. The reports gathered should 
also contain sufficient information to justify the decision reached on the 
request for credit, 

To keep the reports current, it is important to follow any changes taking 
place within the firm, such as the withdrawal of partners, increase or 
decrease of capital, or any alteration in the financial structure of the 
concern. The foreign credit man should track down every rumor, or 
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bit of information bearing on the buyers. It should be remembered 
that apparently insignificant details in export business are always signifi- 
cant. 

The information obtained will be so arranged that on reading the 



SHIPPING CARD 



CREDIT DEPARTMENT 



APPROVED: 



Name: 

Order No.: 

Documents: 

Bank: 

Draft Discounted: 

For Collection: 

TERMS: 



Mejia & Cia S en C, 57 Fortaleza, San Juan, P. R. 

1757 for $7,000.00 

Attached to draft 

Credit Union Bank, San Juan, Puerto Rico. 

No 

Yes 

60 d.d. against acceptance 



SHIPPING DEPARTMENT 



APPROVED: 



Bill/Lading: 
Commercial Invoice: 

Consular Invoice: 
Certificate of Origin: 
Certificate of Inspection: 
Export License: 
Import License: 
Insurance: 
Weight Note: 



Order 
5 copies 

None 
None 
None 
None 
None 
Marine Risk 



Packing: Heavy Cases 

Marks: M 57 
P. R. 



MERCHANDISE DEPARTMENT 



APPROVED: 



Merchandise: 

Price: 

Declaration: 



10,000 yds. Drill Tiburon 

27/ per yard 

None 



Illustration 25. SHIPPING INSTRUCTION SHEET. 
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reports it will be easy to trace the development of the concern. A 
practical method in arranging the information is as follows: 

1. Have a sepaiate folder for each account; 

2. On plain white paper, called the "Front Sheet," insert the following 
information: 

(a) Full name and address of the importer, 

(b) Cable address, 

(c) Terms granted, 

(d) Credit limit, 

(e) Agent's recommendation, 

(f) Name of the collecting bank, 

(g) Any other information of importance. 

3. Then add: 

(a) The agent's report, 

(b) The importer's financial statement, 

(c) Credit agencies' reports, 

(d) Banks' and trade investigation reports, 

(e) Miscellaneous information, such as trade group reports and infor- 
mation obtained from the Department of Commerce. 

These reports are arranged in chronological order, fastened together, 
and filed alphabetically. Incidentally, the ledger should be arranged 
by countries, which in turn are listed alphabetically. 

The draft book. In the draft book are entered all drafts drawn on 
foreign accounts. They are listed numerically, and complete informa- 
tion is added regarding the name of the drawee, the date of the draft, the 
full address of the importer, terms, and maturity date. Illustration 26 
gives an accurate idea of the form of book that could be used. 

As a complement to this book, it is advisable to keep a separate record 
listing the banks to which drafts have been sent for collection. Illustra- 
tion 27 gives an illustration of the form commonly used. 

The drafts are listed in numerical order. It is also practical to record 
the collecting bank's number. As soon as a draft is paid, it is marked 
accordingly. 

The duplicate draft file. It is well to repeat that the credit department 
will keep for its own record a copy of every draft sent out for collection. 
This duplicate copy is referred to the collection department. It would 
be practicable to place it in an envelope similar to the one shown in 
Illustration 28. On the outside are noted the name of the buyer, the 
number of the collection, the due date, and other data. 

Whenever a cable is sent to the buyer about a draft, or a letter is 
written, or a communication is received relative to a particular draft, it 
is placed inside the envelope. 

Under "remarks" is noted whatever action has been taken to effect 
the collection of the bill. Thus at a glance the credit man knows the 
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FOREIGN DRAFTS 
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Illustration 26. RECORD DRAFT BOOK. 



84 PRINCIPLES AND PRACTICES OF FOREIGN CREDITS 

BANK RECORD BOOK 

Page 17 

THE NATIONAL CITY BANK OF NEW YORK 





Bank 








Number: 


Number: 


NAME: 


Amount 


Due 


4792 


137357 


Barkigia & Cia, Uruguay 


$772.27 


1/15 


4793 


167377 


Luis Cueto, Puerto Rico 


178.94 


1/23 


4794 


174432 


Diaz & Cia, Venezuela 


972.77 


5/27 


4795 


17923 


Yong Pon Lee, Manila 


1724.32 


5/29 













Page 21 







CENTRAL 


HANOVER BANK AND TRUST 


COMPANY 





37 


423 


Central Juana, Bogota 


$741 


.01 


1/14 





41 


451 


Mohamad Taghi Ipachi, Liberia 


921 


.53 


1/17 





47 


772 


Bentar Fils, Peira 


641 


.27 


1/26 





Illustration 27. BANK RECORD BOOK. 

status of the transaction. The envelopes may be filed numerically, or 
by due date. 

Payments received. Payments made directly by the customer or 
through the agent should be acknowledged without delay. A form let- 
ter may be used, but at times it is advisable to write a personal letter 
addressed to one of the principals. It is beneficial to take advantage of 
any opportunity favoring the development of friendly relations with the 
importer; and perhaps there is not a more opportune moment to ad- 
dress him in an appreciative manner than in acknowledging receipt of 
his payment. The action is natural and devoid of any appearance of 
artificiality. 

Duplicate documents file. In export business each transaction must 
be considered by itself. The logical thing to do, therefore, is to keep 
together the duplicate papers covering each shipment. They should be 
fastened together and filed under the customer's name. This permanent 
record is composed of the following documents: 

1. The copy of the letter addressed to the importer notifying him that 
the goods have been shipped, 

2. The copy of the order sent to the factory, 
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ACCCPTtO OUC-. 



3. Request for insurance, 

4. Commercial invoice (copy), 

5. Expense bill, 

6. Copies of bill of lading, 

7. Copy of the consular invoice, 

8. Any other papers related to the 
shipment. 

Drawback. Whenever an importer 
brings into this country raw material 
or any other product, he must pay cus- 
toms duties. 

If the raw material is to be used for 
the manufacture of some article, or if 
the product imported is to be processed 
in this country, and then exported, the 
importer or manufacturer has the right 
to apply to the United States Treasury 
Department for a refund of 99 per cent 
of the duties he paid when the raw 
material was brought in. This refund 
is called a drawback. 

With the application sent to the 
Treasury Department, the manufac- 
turer must include a statement describ- 
ing the process of manufacturing the 
goods, and where it was manufactured, 
or processed, and any other information 
that the government officials may re- 
quire. 

Since it is always a rather complicated operation to get money back 
from the government, it is better for the exporter to use the services of 
a competent man who knows the law relative to drawback and is also 
acquainted with the methods of obtaining such refund from the gov- 
ernment. 



PAID. 



WILLIAM ISELIN a CO. 



Illustration 28. DUPLICATE 
DRAFT FILE. 



CHAPTER V 

THE FOREIGN AGENT 



Functions of the Agent 

The main function of the foreign agent is to sell goods. This, how- 
ever, does not mean that as soon as he has booked enough business his 
duties cease. Far from that as agent he will be called upon to perform 
many other services. 

He will fulfill for the foreign credit department several duties, which 
are as follows: 

1. Submit a monthly report on the conditions of the market; 

2. Bring to the attention of the credit department any new informa- 
tion he may gather about the accounts, such as their European pur- 
chases, their monthly or yearly sales, and the situation of the exchange; 

3. Help in the collection of delinquent accounts; 

4. Submit information concerning any change in the commercial laws 
of the country; 

5. Select legal advisers to represent the foreign credit department in 
bankruptcy cases or at meetings of creditors, and accept shipments in 
transit intended for concerns which have failed. 

Qualifications of the Agent 

From the preceding discussion, it is obvious that the agent must 
possess certain essential qualities appealing to the foreign credit man, 
and it seems that the most important one is the capacity to observe or 
sense any change in the trend of business. The ideal agent is one 
who is capable of feeling the pulse of the trade, and who watches and 
reports promptly on his own accounts, as well as on the general move- 
ment of the political and commercial life of the nation. He must be 
tactful, active, very businesslike in his methods, and honest beyond 
reproach. 

Agent's Monthly Report 

It is true that trade papers and banks' publications give a very ac- 
curate description of conditions abroad, but their comments are general 
and never specific. The agent's report, therefore, should limit itself 
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to questions affecting his particular line of business. His advice must 
be more intimate and current. His outlook and data should be in 
harmony with the policy of the home office. He should discuss topics 
of a confidential nature, giving a digest of the trends in the market as 
they affect the house he represents. 

Roughly, the scope of his discussion should embrace the following 
topics: 

1. The harvest was it as expected? What benefit has been derived 
from it? Is the country selling its products abroad at a profitable price? 

2. Future crops what are the prospects? Will the return be suf- 
ficient to stimulate business? 

3. Prices in general are they steady or demoralized? 

4. Exchange situation. 

5. Are failures increasing? 

6. Possible trend of business. 

7. Political situation. 

From such general topics, the agent can then direct his comments to 
more specific subjects for example: the requirements of his customers 
during the coming season; the profits repoited by some importers; the 
opinions given by prominent businessmen. In fact, he should present 
any data that will permit the home office to visualize the condition of 
his market. Following is a report by the agent on his market. 

REPORT ON THE MARKET 

Here the problems of inflation, social unrest, and political disturbances af- 
fecting other countries in South America, exist to a comparatively small extent. 

As in the rest of the world, prices and the cost of living here have gone up, 
but the situation is under control and it is not nearly as serious as in a number 
of other countries. 

This nation has the advantage over many others of producing a diversity of 
commodities for which there are at present a continued large demand and ex- 
cellent prices in world markets. 

Social conditions here do not compare in any way with the acute situation 
in several other countries. While social problems do exist and from time 
to time strikes are threatened, the demands of labor unions are moderate and 
agreements are easily made in most cases. 

As to the political situation, the present government was elected to power 
in a most straightforward and free election. The government has consolidated 
its position by giving the opposition party important cabinet posts, which has 
thus acquired a strong voice in the direction of the affairs of the country. 

The exports in 1945 amounted to over $100,000,000 of which 75 per cent 
was accounted for by four products: sugar, cotton, oil, and copper. This coun- 
try also exports a number of minor products, such as lead, zinc, wool, gold and 
silver, rotenone, rubber, fish, coffee, bismuth, vanadium, tungsten, antimony, 
arsenic, paper and paper products, quinine, beans, coal, and others. Some of 
these are rapidly increasing in importance; for instance, zinc and lead may in 
the course of the next few years reach the importance of copper; and the fish 
canning industry, whose products are beginning to attain great demand abroad, 
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may over a longer period of time be numbered among the four or five leading 
exports of the country. 
The total foreign trade for the last three years is as follows: 

Exports Imports Favorable Balance 

(In Thousands of Pesos) * (In Thousands of Pesos) 

1945 674,530 549,886 124,644 

1944 547,335 514,424 32,911 

1943 460,318 449,366 10,952 

Exports of the Four Principal Products 

(In Thousands of Pesos) 
Sugar Cotton Copper Oil 

1945 (11 mos.). 195,872 112,620 55,583 80,307 

1944 167,157 60,165 67,538 91,784 

1943 74,520 69,420 75,967 104,091 



* One Peso approximately U. S. $0.16. 

For the first eleven months of 1945, the United States continued to occupy 
first place as the best customer. 

Sugar continues to occupy first place among the exports from this country, 
being in great demand in world markets and commanding high prices. As an 
idea of the level at which their sugar is being sold abroad, the present quota- 
tion f.o.b. local port for raw sugar 96 degrees polarization is $8.50 per hundred 
pounds and for the refined product $11 per hundred pounds. The sugar 
producers, however, do not reap the full benefit for the reason that the gov- 
ernment has approved a bill establishing a progressive export tax. It is esti- 
mated that this tax will yield the government in 1946 about 100,000,000 pesos, 
thereby constituting a most important source of revenue. 

Cotton: The outlook for cotton for the coming year can be considered good. 
Below are official figures and estimates on production and area planted for 
the last two years: 

Estimated Production Area Planted 

(Quintals) (Hectares) 

Crop 1943/44 1,400,000 132,000 

Crop 1944/45 1,400,000 131,000 

5-year average prior to war 1,800,000 170,000 

It is estimated that the 1945/46 crop year will show a total of 1,600,000 to 
1,800,000 quintals. A large portion of this will be exported. 

Oil: This country's oil production has been declining in the last three years. 
Estimated figures are given as follows: 

1944 14,000,000 barrels 

1945 10,000,000 barrels 

Est. 1946 9,000,000 barrels 

Of the above, between 25 and 28 per cent is consumed within the country. 

The government has named a committee to study and propose an oil law. 
It is expected that the bill will be submitted at the present session. Provided 
the legislation is approved, it is the opinion of business that it will be instru- 
mental in attracting foreign capital for the exploitation of oil potentialities. 
In fact, representatives of American and British companies are ready to apply 
for rights as soon as adequate legislative protection is passed. While very 
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little is known as to the potential oil resources in the north, preliminary re- 
ports are very encouraging. An expert consulted gave the opinion that, should 
these fields prove productive of oil in commercial quantities, it would pay to 
build a pipe line. The whole scheme is still in the blueprint stage, but if it 
comes up to present expectations, a new source of wealth is in prospect for 
the country. 

A large foreign oil company is considering the expenditure of about $18,000,- 
000 during the next five years, which will benefit the country greatly. 

Copper: Copper production in this country, which amounted to 40,000 tons 
in 1944, and 30,000 tons in the first 11 months of 1945, is not expected to reach 
more than 30,000 tons in 1946. The main reason seems to be an exhaustion 
of the richer ores. Unless new deposits are found, copper, as an important 
product, may fall below both zinc and lead. 

Coal: During 1945, 50,000 tons of coal were exported from the Northern Dis- 
tricts, and it is estimated that in 1946 this figure will be more than doubled. 

Exchange: Control of imports by means of licenses was established in 1939, 
at a time when exchange held in the central bank reached one of the lowest 
levels in history. The holdings in gold and foreign exchange, excluding 
statutory or fixed gold reserve, were under $12,000,000. Supplementary to this 
measure, there was also established control of exchange transactions, requiring 
banks to apply for exchange permits on any transfer of funds abroad. This 
control creates no inconvenience to business as all legitimate demands for dol- 
lars are usually met within two days. Exchange is refused only in exceptional 
cases, representing flight of capital or when natives traveling abroad seek ex- 
cessive amounts for their expenses. 

In one year, under these regulations, the Central Bank increased its ex- 
change holdings to about $20,000,000. Due to the fact that $5,000,000 was paid 
on lend lease account to the United States, the amount now stands at about 
$15,000,000, including blocked Sterling amounting to 500,000. 

The Central Bank Reserves as of February 20th were as follows: 

Permanent Gold Reserve about $17,500,000 

Gold in country and abroad, plus foreign exchange 20,000,000 

$37,500,000 
To the above is to be added: 

Dollars held by private banks $15,000,000 

Estimate of dollars held abroad by corporations and private 
individuals 40,000,000 



Estimated Total of Gold and Exchange Holdings $92,500,000 

It is expected that the reserve bank exchange holdings may increase some- 
what in 1946 due to better prices and larger exports of sugar and cotton as well 
as the prospect of some exchange coming into the country from the oil ex- 
ploration project. On the other hand, while there is a tight control of im- 
ports, foreign exchange holdings may be somewhat affected if the country is 
able to import certain products such as trucks and machinery, previously unob- 
tainable. 

Gold Production: The country produces an average of 7 thousand kilos of 
gold a year; in 1942 gold production amounted to 8 thousand kilos, and in 
1943 to 6 thousand kilos, while in 1944 it amounted to 6 thousand kilos. There 
are no figures available as yet on the 1945 production of gold, 



90 PRINCIPLES AND PRACTICES OF FOREIGN CREDITS 

CONCLUSION 

The political condition is stable, both parties are working harmoniously, and 
possible disturbances have been eliminated. The critical social conditions that 
existed a few years back have been ironed out and the people themselves ap- 
pear to be satisfied and happy. Businessmen feel that such an understanding 
has had a healthy effect on the commercial life of the nation. 

The abnormal inflationary conditions that prevail in other countries are 
almost nonexistent here. Prices are stable. The nation's principal export 
products are very much in demand. It is expected that this country's indus- 
tries will continue to develop, more so as soon as they are able to import badly 
needed machinery. 

This report wa*s gathered from several sources, such as local banks, the gov- 
ernment agencies, and through the information marshaled by the firm's agent 
in X country. 

Agent's Credit Recommendation 

Judgments are bound to differ. The foreign credit man will often 
disagree with the agent's recommendations about new accounts. To 
settle the matter, or to impress the department, the agent will sometimes 
propose to guarantee an account personally. Such procedure, however, 
should not be accepted. If the agent is so positive about the importer's 
credit, it will be far more practical and businesslike to report the facts 
on which he bases his judgment. 

It should be the fixed policy of the foreign credit department to give 
full consideration to the lines of credit recommended by the agent. 
Such advice, however, is not to be accepted as final. The foreign credit 
man should make the customary investigation and render his decision 
on the facts he has marshaled. 

Agent's Report on New Accounts 

The foreign agent's main duty, as has been noted, is to sell; but he 
cannot sell unless the buyer is entitled to receive credit. He should have 
no difficulty, however, in disclosing the capacity of the importer to re- 
ceive such benefit. He is on the ground, knows the customer, his re- 
quirements, his position, his standing in the trade, and his past history. 
By recounting these facts, he consequently provides the information 
needed to justify the credit he recommends. 

Furthermore, the agent is in position to present details that escape 
the banks' or the agencies' attention. These institutions rarely divulge 
confidential matters or give out personal comments. They cannot speak 
freely in regard to an importer's stock, its quality and value, or the 
facilities the concern possesses to dispose of its goods. This information 
is of extreme importance and should be available to the agent, 
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REPORT TO BE SENT WITH THE ORIGINAL ORDER. 



Date: 

NAME 

TRADE NAME CABLE ADDRESS. 



ADDRESS (Street and number) (City) 

TYPE OF BUSINESS 

CABLE CODE USED 

LANGUAGE 

CORPORATION PARTNERSHIP INDIVIDUAL 

ESTABLISHED BRANCHES 

INSURANCE SALES 

REFERENCES IN THE UNITED STATES: 



BANKS: 

TRADE OPINION 

BANKS' OPINION 

BUSINESS ABILITY 

REPUTATION 

NATIONALITY 

FINANCIAL STATEMENT (Use reverse side) 

IMPORTING FROM (Name countries) 

REMARKS: 



(Agent's Signature) 



Illustration 29. AGENT'S CREDIT REPORT, TO BE SENT WITH 
ORIGINAL ORDER. 

Foreign Agent's Power 

How much authority should be given an agent depends to a large 
extent on the importance of the market. In countries where a large 
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volume of business is transacted and where importers receive substantial 
credits, the agent should have full authority to act immediately in case 
of financial trouble. Naturally a great deal of discrimination must be 
used in selecting the man who will receive such power. 

Developing the Agent 

It is worth while to repeat that the agent must be thoroughly ac- 
quainted with the policies and practices of the house he represents. 
Preferably the man should be selected from the personnel of the organ- 
ization; if not, he should have the necessary training and possess a 
thorough knowledge of the market he will represent. 

The next step is to acquaint him with the policies of the firm. From 
the start he should receive the impression that he is an integral part of 
the company. In order to accomplish this, one or both of two methods 
may be used: (1) have the agent spend a period of time at the head office 
working in the various departments, familiarizing himself with the rou- 
tine of the business; (2) instruct him by letter in the procedure of each 
department. 

He should get a definite idea of what is expected of him, and he should 
be made to understand that he represents the firm's interests. The aim 
should also be to inculcate in him the idea that by helping the firm he 
is helping himself. The instructions to be given would fall into three 
separate headings: (1) Merchandising; (2) Credits; (3) Shipping. 

The question of credits should be presented in detail, and the com- 
ments pertaining to this field will deal with the following topics: 

1. A complete digest of the credit policy of the establishment. 

2. Terms of sale to be granted in that particular market. 

3. The information that the agent must submit to the credit depart- 
ment concerning: (a) new accounts; (b) conditions of the market; (c) rec- 
ommendations as to credit policies to be followed in his territory. 

4. The power that the agent will have to settle disputes. 

Agent's Contract 

It is clear that the exporter must delegate to each of his foreign agents 
a certain amount of power to permit him to act in the name of the 
house represented. Obviously, then, the exporter should not be too 
hasty when choosing a foreign agent. On the contrary he should not 
only exercise discretion and caution when selecting a man for such a 
position, but he should also exert a great deal of care in investigating the 
character, the ability, and the reputation of the person under considera- 
tion. 

Once the agent has been named, the exporter will proceed to draw 
a contract defining the responsibilities of the parties concerned. This 
contract might be a complicated legal document prepared by a com- 
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petent lawyer fully acquainted with the law of the country where the 
agent is to reside, or it could be a letter like the one presented in illus- 
tration No. 30. 



Dear Mr. 

Confirming conversations, we hereby appoint you our sole selling agent for 
the island of Cuba for all the fabrics controlled by us and which do not con- 
flict with fabrics which you offer for sale for others. All prices shall be fixed 
by us from time to time. 

We understand that you maintain permanent headquarters in Havana, Cuba, 
and, that at your own expense, you or your salesmen and representatives will 
cover this territory, soliciting business for the merchandise which we have to 
offer, as often as may be necessary. All orders are to be taken subject to our 
approval in New York, and of course, we both understand that in all our busi- 
ness transactions we will have to be governed by the controls and regulations 
of our respective governments. Cabling expenses to be borne by us. Mer- 
chandise sold hcreunder shall be payable only with sight banker's draft drawn 
in New York in United States dollars or the equivalent. 

In order to promote harmony in our relationship and facilitate the transac- 
tion of business between us, you agree also to submit information from time to 
time to enable our Credit Department to pass fair judgment upon the credit 
risk involved; assist us where necessary in securing payment of invoices and 
actively aid in the adjustment of any disputes which may arise in connection 
with the fulfillment of the mutual obligations springing Lrom the business 
coining from your territory. 

For all your services you are to be compensated at the rates of commission 
on all Cuban business, as indicated in the attached list. 

It is understood that on all business which may be placed in New York by 
Cuban customers alone or accompanied by brokers, or placed by the broker 
personally, a full commission shall be credited to you. 

Commissions shall be due and payable on receipt of payment for the goods 
from the customers and are to be figured on the net sales. Returns and allow- 
ances are to be debited at the same rate of commission as the original credit. 
Remittances to you to be made at or about the end of each month for the pre- 
ceding period ending on the 23rd of each month. 

This relationship may be canceled by either party at any time upon 60 days 
written notice to the other. 

We look forward with a great deal of pleasure to a long and mutually profita- 
ble association. 

The conditions of this contract are retroactive to (date). 

Very truly yours, 



Signed: 
AGREED TO: 



(Agent) 



Illustration 30. AGENT'S CONTRACT, 
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The Foreign Agent and the Foreign Credit Man 

It is of the utmost importance, as soon as the agent has been selected, 
that the foreign credit man write him requesting a complete list of the 
accounts in his territory to whom he intends to sell, and his recom- 
mendations as to the credit each one should receive. 

As a rule foreign agents always submit this list with added comments 
reflecting on the reputations of the firms, the amount the accounts will 
purchase each year of the articles sold by the exporter, their estimated 
capital, and the line of credit he recommends. 

As soon as the list is received, the foreign credit man will proceed to 
investigate all of these names through the trade groups, the commercial 
banks with offices abroad, and by direct inquiries made to other for- 
eign credit men. It would be advisable to draw an agency report and 
build up a complete credit file on each account that, in the estimation 
of the agent, will buy actively and require a fair line of credit. 

If the credit department does not agree with the recommendations 
made by the agent, he should be notified immediately. Although the 
foreign credit man will of course make his own line of credit, he should 
not neglect to give full consideration to the recommendations made by 
the foreign agent. 

When considering the list of accounts submitted by the agent, if he 
has not rendered information concerning the importer's purchases from 
other countries, it would be advisable to request such a report, and to 
keep it current. 



PART 2 

ANALYZING THE RISKS 



CHAPTER VI 

FACTORS AFFECTING THE MARKET RISK 



The Five C's of Foreign Trade 

Risk, in business, is defined as the possibility of economic loss brought 
about by unforeseen circumstances. In foreign tiade, businessmen en- 
counter hazards and unforeseen circumstances unknown in domestic 
business. Furthermore, in international commerce the risks inherent 
to the trade (the market, merchandise, transportation, exchange, and 
credit), are so interlocked that the weakness of one promptly affects the 
others, and every one of these lisks must be appraised in relation to 
the others. For example, in evaluating the credit of an importer it is 
essential to consider first the geneial conditions of the market, its eco- 
nomic development, and the soundness of its currency, since these three 
factors affect directly the credit standing of the importer. If the gen- 
eral political and economic conditions of the market are not sound, and 
if the currency is unstable, no matter how financially strong the im- 
porter may be he cannot be considered a safe risk. 

In summaiy, although in domestic credit it is an accepted fact that 
the credit of a merchant rests on the value of the three C's (character, 
capacity, and capital), in foreign credit it is of prime importance to 
consider first two other C's: the Conditions of the Country, and the 
Condition of its Currency. Then, and only then, should the foreign 
credit man evaluate the credit of the importer. 

The Resources of the Market 

The resources of a market are determined by the material and human 
wealth possessed by each nation. 

The material worth is primarily represented by the raw materials found 
within the country, and grouped as agricultural, mineral, forests, and 
fisheries. They not only provide a means of livelihood for the people, 
but when sold abroad as raw materials or as manufactured products 
they become a source of income for the nation. 

By human wealth is meant the ability of the people of a country to 
produce economic goods and services that not only serve to satisfy their 
wants but also increase their purchasing power. 

97 
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The total of the material and human wealth of a nation represents 
the resources of the market. 

The Pattern of the Market 

In a general way the nations of the world may be divided into four 
main groups: 

1. Highly industrialized countries, like England, which purchase abroad 
large quantities of raw materials used in manufacturing all sorts of 
products that they sell all over the world. 

2. Countries partially industrialized, or in the process of becoming in- 
dusti ialized. Under this division come most of the South American re- 
publics. Their efforts to create their own industries are hindered by 
the lack of natural resources such as iron, coal, and oil, which are so 
essential in the development of modern industry. They are hampered 
also by the scarcity of human resources required for the proper func- 
tioning of an industrial plant. To these deficiencies may be added the 
dearth of population and its meager income, both of them insufficient 
to support the full development of the countries' industries. These dif- 
ficulties will natuially limit their efforts to possess a well balanced 
economy. 

3. Nations that, on account of their small size or for other reasons, 
will not be able to build their industrial plants. They are, as a rule, 
great producers of raw materials. 

4. Well-integrated countries, such as the United States, which produce 
enough food and manufacture sufficient products to satisfy their needs. 

As already indicated, the first group will purchase abroad raw mate- 
rials to feed the industrial plants, and will export all varieties of manu- 
factured goods. These countries possess many facilities and can con- 
trol and manage their commercial lives. Their economy is complex and 
their credit is strong. 

The second group will import the products they cannot produce. 
They must also buy abroad essential articles needed to support their in- 
dustries. Their economy is not well integrated. The foreign credit 
man, therefore, should watch the business trends in these countries and 
appraise their conditions from time to time. 

The third group exports raw materials or prime commodities. Their 
economic life depends on the commercial activities of other countries 
to which they must sell their products. Since they cannot determine the 
fate of their economic lives, their currency is vulnerable and bound to 
fluctuate as soon as the prices of their products fall. From a credit point 
of view this group of countries must be observed diligently, and in deal- 
ing with them the foreign credit man must be cautious and alert. 

The countries in the fourth group possess tremendous resources, and 
their credit is sound. 
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It is worth observing that nations like Mexico and Russia, which a 
few years ago were designated as having an agiicultural economy, today 
rank among the industrialized countries; and it is expected that befoie 
long Russia will have a well-integrated economy. By observing and 
following these changes, the foreign credit man witnesses or becomes 
aware of the economic life of a nation. 

The Importance and Risk of the Market 

No matter how insignificant the business the exporter intends to do, 
the foreign credit man should determine for his own satisfaction and 
information the potentiality and risk of the market, the general reputa- 
tion of its mei chants, the losses experienced by other exporters, the char- 
acteristics of the nation's traders, and the antagonism that may exist 
toward the American exporters. In other words, liom the reports mar- 
shaled about the nation involved, the foreign credit man should visualize 
the commercial possibilities of the maiket and its risks. 

It is customary, in banking institutions actively engaged in interna- 
tional trade, to assign an officer to each foreign market whose mission it 
is to acquaint himself with the commercial and financial activities of 
his particular territory. Unquestionably this man can speak with au- 
thoiity on the manner in which the nation has protected its credit that 
is, whether it has discharged or defaulted its foreign loans the business 
piactices adaptable to that country, the credit policies to be adopted, 
and the legal procedure to be followed before engaging in active business 
there. 

It is important also to study the character and habits of the people, 
and above all to try to understand their idiosyncracies and shoi tcomings, 
as well as the reputation ot the merchants in general, laying great stress 
on determining what nationality controls the business of the teiritory. 

The Currency of the Country 

It is superfluous to mention that each nation has its own system of 
currency. Some countries, such as Cuba and Santo Domingo, use the 
U. S. dollar as a medium of exchange; others use their own currency and 
also allow the dollar to circulate freely within the country. Some use 
silver as standard, whereas others prefer to have paper or to manage 
their own currency. 

The value of the currency based on the silver standard is determined 
by the price of silver in terms of gold. Naturally, when the price of 
silver drops, the buying power of the currency is reduced accordingly. 

Paper money may be notes issued against reserves of gold or silver 
held by the government or central banks; or it may be a promise to pay 
a certain sum of money on demand. The worth of the latter type of 
paper money depends solely on the solvency of the nation. 
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The foreign credit man is primarily interested in knowing the value 
of the currency in terms of dollars, as well as its stability. A stable cur- 
rency means stable prices, which means piompt payments and few 
business failures may be expected. 

Trade Centers 

For the foreign credit man, a trade center is any city that serves as a 
distributing center for incoming and outgoing commerce. San Juan, 
Puerto Rico, for example, is strategically located and serves as a dis- 
tributing center for goods coming from abroad to be dispatched along 
the northern portions of the island. From the interior of the island it 
receives citrus fruits, food, and sugar, which are exported to various 
countries. 

The trade center, as a rule, is located on the coast or at some inland 
point close to the trade routes. It may be a city close to a harbor, which 
also has transportation facilities that would permit the distribution of 
goods rapidly and profitably. Or it may be a town located in a mining 
or a farming district with tiade routes leading to other parts of the 
country to facilitate the distribution of the products that the district 
produces. The importance of this center rests mainly on its ability to 
distribute rapidly and economically goods and services. 

Here the foreign credit man will find wholesalers, manufacturers, and 
general distributors of all sorts of merchandise. Frequently he will find 
that these centers import abnormally large quantities of goods for the 
size of the cities themselves, since, as has been hinted, such cities import 
not only for their own consumption, but also for the needs of the whole 
district or section of the country. 

From time to time these centers become renowned for their trade fairs, 
where products are exchanged and all sorts of commodities, machinery, 
samples, and so forth are exhibited. Businessmen from all over the 
world meet to buy and exchange goods and ideas at such fairs. 

Marketing Areas 

When considering the importance of the market as a credit risk (see 
The Importance and Risk of the Market, page 97), the foreign credit 
man found it essential to determine the characteristics of the market 
as represented by the past credit record of the merchants, the losses suf- 
fered by other exporting houses, and other similar attributes reflecting 
the hazards of the territory. These inquiries would be made, of course, 
solely from the point of view of the man responsible for extending credit 
to foreign buyers. 

The task now is to examine the marketing areas of the nation with 
the purpose of selecting those sections of the country which represent 
the most favorable conditions as credit risks. It does not need any ex- 
planation to state that the economics of almost every country of the 
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world are largely concentrated in certain regions. For example: in the 
United States the East is highly industrialized; in the South, although it 
possesses large industrial centers, agricultural products nevertheless hold 
a certain prominence in the economic life of that section of the coun- 
try; and so on. The credit grantor of a firm selling agricultural ma- 
chinery will therefore be more interested to know the conditions pre- 
vailing in the South and Middle West than in the East. 

The foreign credit man, for reasons quite obvious already, will nat- 
urally endeavor to acquaint himself with the marketing areas within 
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Illustration 31. MAP OF MARKETING AREAS OF 
COLOMBIA. 

each nation, and with this goal in mind he will proceed to determine: 
1. The sections in the country representing the commercial activities 
of the nation. That information he can obtain from any of the most 
important texts on economic geography. 1 



i The following books are recommended. Smith, J. R., Industrial and Commercial 
Geography, Henry Holt & Co., N. Y.; Huntington, Ellsworth and Cushing, Sumner W., 
Principles of Human Geography, John Wiley & Sons, N, Y.; Van CleQf B M Qeography 
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2. General geographical characteristics of the areas, population, trans- 
portation facilities, and availability of ports. 

3. Production facilities of the region: 

(a) Agricultural 

(b) Industrial. 

4. Foreign trade activities of the region: 

(a) Export 

(b) Import. 

5. Commercial centers of the region. 

Let us take a practical case: Colombia in South America. It com- 
prises an area of over 439,800 square miles, has a population of more 
than 8,700,000 people. 2 Commercially this country may be divided into 
four marketing areas 8 (see Illustration 31): (1) The Caribbean, (2) The 
Antioquia, (3) The Cauca Valley, (4) The Bogota". 

The Caribbean area has an area of about 60,000 square miles and a 
population of over two million people. It is a hot, humid region. 
The principal cities are Barranquilla, Cartagena, Santa Marta, and 
Cienaga. This region produces cotton, rice, sugar, tobacco, hides, and 
coffee. Barranquilla might be considered the industrial center of the 
region. It produces the bulk of low-priced textiles, rayons, vegetable 
fats, hats, and shoes. Cartagena is the next city in industrial impor- 
tance. The largest sugar plantations and refineries of Colombia are 
located here. The city also manufactures lard, candles, soap, shoes, 
leather, knit goods, pharmaceuticals, and wood products. 

The foreign trade of the region in 1943 was valued at over twenty-one 
million dollars. It imported over $18,300,000, and these purchases con- 
sisted mainly of chemicals, paraffin, wheat, cotton, rayon, and woolen 
yarns; some textiles and woolen goods, rubber articles, machinery pri- 
marily for textile mills, hardware, and construction materials. 

The exports amounted to $3,900,000, represented by butter, cheese, 
cattle hides, perillo gum, onions, corn, coffee, lumber, balsam, and 
pharmaceuticals. 

The most important center, as stated before, is Barranquilla, with a 
population of over 150,000. It is the leading port of entry and de- 
parture for Colombia. The second important center is Cartagena, with 
a population of about 85,000 people. It is connected with the Magdalena 
River by a canal and railway, and possesses a good harbor. Two petro- 
leum pipe line companies have maritime terminals near Cartagena. 

The third city is Santa Marta, the oldest city of Colombia. It has a 
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* International Reference Service, U. S. Department of Commerce, Bureau of For- 
eign and Domestic Commerce, September 1945. 
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population of over 33,000 inhabitants. Santa Marta depends mostly on 
its banana production, and has restricted commercial advantages. 

A similar study could be made of the other areas, and the composite 
of these inquiries would give the foreign credit man a clear picture of 
the country of Colombia as a whole, as well as an understanding of the 
marketing possibilities of each of the areas. 

Free Zones 

It is surprising to see nations establishing tariffs, trade control, ex- 
change regulations, and what not, primarily intended to regulate for- 
eign trade. Yet at the same time these same nations develop plans and 
schemes such as bilateral trade agreements and free ports or zones de- 
signed to stimulate international trade. 

The present development of free zones started back in 1920 when 
the nations of the world began to conceive five-year plans, and set up 
barriers to keep certain goods from their shores. It was the time when 
each country wanted to be self-sufficient. 

^ A free zone is a place near a port of entry, where goods may be dis- 
charged, repacked if necessary, and then reshipped to some other coun- 
try or countries, without any restriction and without the necessity of 
going through customs and paying the customary duties. It is a point 
of redistribution, and it facilitates the re-exportation of goods. 

It does away with government inspection, and in such a zone goods 
move freely in and out of the country. 

A practical case will illustrate the purpose of a free zone. Let us 
assume that an importer brings in goods from France, but that he in- 
tends to bring into this country only half of the quantity ordered. He 
proceeds to have the shipment discharged at the free zone, where he will 
unpack the merchandise and redistribute the goods. Those intended 
for this market are set aside, and the others are properly repacked and 
re-exported, say to Venezuela or Peru. 

The portion of the shipment that is to be sold here must be cleared 
through customs; in other words, the importer will pay duty on those 
goods. The other portion of the goods intended for foreign markets 
will be reshipped without clearing them through customs. 

The New York Free Zone has served as a transshipment area for prod- 
ucts going from Europe to Central America, or vice versa, and from 
Europe to Asia. 

Free zones are operated in the following manner: 

1. By direct government administration. Before the war, Danzig was 
operated in this way. 

2. By co-opeiation between government and private capital. An ex- 
ample of this type is the free port of Copenhagen, Denmark. 

3. By consortium. Before the war the free port of Hamburg was 
operated in this manner. 
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4. By private operation, in which the entire management of the free 
port is let to private capital. (Staten Island) 

5. By operation under international agreement. An example of this 
type was Gdynia before the war. 

Free ports are important in foreign trade. They permit the buyer to 
sort, grade, and repack goods bought in foreign markets. Free ports 
also permit combining shipments; that is, goods coining from England 
and France can reach this country at the free zone, be repacked with 
domestic products, and then be re-exported to some other country. 
Free zones are also used as transshipment points. Honduran mahogany, 
for example, intended for Europe, can be brought to the free zone in 
this country, then reshipped to its point of destination without going 
through customs. 

A bonded warehouse is somewhat similai to a free zone in so far as 
it also permits the importer to bring in goods from abroad and place 
them in a bonded warehouse without fulfilling the customary procedure 
of paying duties. It differs from a free zone in that the importer must 
put up a bond and the goods leniain in the custody of the government. 
In other words, the owner of the merchandise must make out what is 
called a "warehouse entry." 

If the importer desires to withdraw the merchandise from the ware- 
house to be brought into this country, he will then have to file a ware- 
house withdrawal for consumption entry, and pay the coi responding 
duties. In case the importer wishes to sell the goods in Colombia or 
Costa Rica, he does not have to pay duties, but proceeds to fulfill the 
requirements for sending the goods to either of these countries. 

Banking Facilities 

A strong banking system proclaims a country's financial situation. 
Without an international banking system, trade would be carried on a 
barter basis. The services banks render to the foreign credit man are 
numerous, and among the most important are: 

1. Collection of bills of exchange, 

2. Transferring collected funds, 

3. Obtaining credit information, 

4. Protesting drafts when necessary, 

5. Recommending attorneys and agents, 

6. Safeguarding delivery of shipping documents, 

7. Issuing letters of credit and other documents which facilitate the 
financing of export business. 

Transportation Facilities 

The facilities for transportation possessed by a nation reflect to a 
large extent the economic, governmental, and social progress that na- 
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tion has reached. A country that has reliable, efficient, and rapid trans- 
portation by land, by water, and by air, has one of the most important 
means to make the nation's government and business life strong and 
sound. Such a country can transport its products promptly and swiftly 
from far away in the hinterland, where such products might be value- 
less, to other points where the products are needed, thus adding to their 
utility value, which in turn serves to enrich the nation. 

The mahogany that Honduras produces, the sugar of Puerto Rico, 
the wheat of Canada, and the oil of Venezuela, without the proper means 
to transport these commodities to the various markets of the world, would 
have only a local value and bring a limited income to these countries. 
But with the beneficial assistance of railroads, water carriers, and pipe 
lines, as well as highways, the value of these products increases tre- 
mendously, and with the income derived from the sale of the products, 
these countries are able to purchase the necessities and comforts that 
enrich their lives. 

A well-integrated nation, like the United States, depends enormously 
upon its transportation facilities to develop and sustain its economic 
life as well as the well being of its people. To be sure, the govern- 
ment itself would hardly function if the means of communication were 
disrupted. 

An industrial nation also depends on its transportation system to feed 
its factories, which in turn depend on the same means of transportation 
to distribute the manufactured articles. 

The country that produces raw material, or the mining community 
that sells ores, also looks to the railroads, highways, and sea lanes to 
transport its goods, which in turn brings it a livelihood. 

Transportation not only takes the raw product from the hinterland to 
the manufacturing centers; it also distributes the finished product of the 
factory to the consumer. 

There are five ways to transport goods: 

1. Highways 

2. Railroads 

3. Waterways 

4. Airways 

5. Pipe lines used in the transportation of oil. 

The foreign credit man is primarily interested, when surveying a 
market, in knowing what facilities the country has to bring in the im- 
ported products that is, the oc^in routes leading to the market plus 
what facilities the country has to distribute, within the country, its 
domestic production as well as the goods it buys in foreign markets. 

He will also give further consideration to what are called in foreign 
trade the "ports of entry" the country possesses. Mr. Frank Henius 
defines it in his Dictionary of Foreign Trade as any place from which 
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merchandise can be shipped for exportation, or at which merchandise 
can be imported. These points are the means of communication for 
the incoming and outgoing ships that connect the sea lanes and bind 
one country to another. 

Landlocked communities like Bolivia in South America, or Switzerland 
in Europe, depend for their port facilities on their neighboring nations, 
who under noimal conditions permit these two countries to export their 
goods and import whatever they need from abroad. 

Facilities for Communication 

When a market lacks proper routes for the internal transportation of 
commodities, its business breaks up into several units found around cities 
strategically located near seaports or close to large mining or agricul- 
tural districts. This condition is found in many of the South American 
republics and in Asia, as well as in Africa. In such cases, export deal- 
ings should be transacted with merchants located in these commercial 
centers; and it would be safer and more advantageous to deal primarily 
with wholesalers of importance. The small concerns can be left to 
obtain their merchandise requirements from other local merchants. 

In estimating the arrival of payments from abroad, it is well to con- 
sider the communication facilities of the country. 

Political Conditions 

Unsettled political conditions tend to restrict the natural flow of com- 
merce. The first unfavorable sign is the outward movement of capital 
toward more fortunate and less risky centers of trade. The second is 
that the buying power of the nation is reduced and confidence disap- 
pears. The third is the lack of initiative on the part of the businessmen. 

Because of adverse warnings, bankers restrict their loans, and con- 
sequently the commercial activity of the nation is undermined. In such 
circumstances it would be impossible for the foreign credit man to be 
anything but conservative and vigilant, and even though first-rate houses 
continue to meet their obligations without interruption, nevertheless cau- 
tion should be the watchword. 

Population 

The population of a country, considered only from the point of view 
of numbers, is not a deciding factor in the extension of foreign credit. 
If it were, China would be a more important market than the United 
States. 

From a practical, or business point of view> what actually determines 
the importance of a market is the education, honesty, energy, intelli- 
gence, and capacity of the people to produce goods and service that 
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enable them to satisfy their wants. These qualities will transform a 
poor land into an industrious community, and bring to it sufficient pur- 
chasing power to meet its needs. 

Religion and habit exert more influence on the economic fate of a 
nation than the number of its people. A handful of industrious New 
England Puritans did much to change this country from an agricultural 
community into a powerful economic nation. The spiritual idealism 
of the East, to a certain extent, has kept China, with its four hundred 
million people, from becoming a prosperous commercial center. The 
type of people in a country, therefore, and not its numbers, determines 
its economic fate. 

External Debt 

Little consideration need be given the external debt of a country if 
it possesses ample capital. If, on the other hand, the country has 
limited resources, the external debt becomes very significant. First of 
all, the yearly payments for interest only will represent a drain on the 
nation's foreign exchange holdings. To satisfy this prime obligation, 
often a debtor country must resort to regulating its exchange dealings. 
Under these regulations the government will have a preferential claim 
on the available foreign currency. The traders would then receive what 
is left, if any, to meet their international obligations. 

During the year of 1930, and in the following years, many governments 
had heavy foreign commitments to liquidate. Their foreign balances 
were not sufficient to satisfy the maturing debts. To protect their na- 
tional credit, measures were enacted compelling the banks to set aside 
their foreign exchange to pay the governments' obligations. Under this 
arrangement the needs of local merchants took a secondary position. 
This meant, of course, that the importers were compelled to postpone 
paying their foreign bills, since the local banks could not supply the 
demand for foreign exchange. 

In some cases the consequences were fatal to exporters, for their ac- 
counts receivable became more or less frozen. Many foreign merchants, 
in order to protect their own credit, bought exchange from bootleggers 
at exorbitant rates. When analyzing the market risk, therefore, ap- 
propriate consideration must be given to the outstanding foreign loans 
and commitments the nation may have, and the resources it possesses 
to liquidate its debts. 

The Balance of Trade 

A somewhat analogous situation to the one just mentioned is encoun- 
tered when a nation is importing more goods than it exports. These 
circumstances create what is called a debit balance of trade. This ex- 
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cess can be liquidated only through an improvement of the country's 

export trade, or by doing one or more of the following things: 

1. Restricting imports, 

2. Shipping enough gold to meet the debit balance of trade, 

3. Raising a loan abroad sufficient to liquidate the unfavorable trade 
balance, 

4. If the country has foreign investments in its portfolios, selling them, 
and applying the proceeds to liquidate the debit balance of trade. 

A nation facing an adverse balance of trade that it cannot overcome 
must by necessity regulate its exchange transactions and restrict its 
imports. 

Foreign Investments 

It has already been stated that there is a direct relationship between 
foreign investment and foreign trade. Since the early days of modern 
history, nations have invested portions of their excess capital to de- 
velop commercial enterprises of other countries. For example, during 
the Renaissance, Italy served as banker and factor throughout most of 
Europe; later, the Fugger family spread their financial holdings beyond 
their native Germany. Spain, at the peak of her golden age, helped 
to finance European enterprise; and other nations have lent similar 
assistance until the present era, when the United States satisfies the most 
varied demands for money all over the world. 

It can be said that foreign investment is the capital transplanted from 
one country to another with the intention of developing some commercial 
enterprise. 

This type of investment, like any other investment, is primarily in- 
terested in profit. It is also equally true that capital under normal 
conditions flows wherever there is: 

1. A certain amount of financial safety. 

2. Larger return. 

Normally capital moves, say, from this country to foreign nations when 
there is an excess of money in the hands of the people, as well as a lack 
of opportunities to invest that excess capital profitably. It follows, 
too, that nations with limited financial resources cannot and do not 
invest their funds abroad for the obvious reason that they lack the ex- 
cess capital required for such ventures. In fact, countries that have not 
developed their own economy to its full capacity look abroad for the 
needed capital to enable them to create or develop further their com- 
mercial life. These regions present commercial opportunities and usu- 
ally offer larger returns on the invested capital than more progressive 
or better-developed countries. To these centers foreign capital flows. 

As a rule, before the bankers float a foreign loan, they consult the 
State Department. The consent of the State Department to grant the 
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loan, however, is not to be construed as a proof that the government is 
recommending that the public purchase the bonds. 

When abnoimal conditions exist in any country, capital also tends to 
escape for safety. The fear of great losses, confiscation, and uncertainty, 
which usually are created by political upheavals, the possibility of war, 
or social disintegration, force capital to leave a country in search of 
safety, regardless of possible returns. Before World War II started, 
huge sums of money moved out of Europe, not in search of greater re- 
turns, but in search of safety. 

It can be said then that capital investment in a foreign country takes 
place primarily because there is an excess of capital in the country which 
looks to other lands for safety and profits. On the other hand, when 
capital is forced to escape for some reason or other (commonly called 
the flight of capital), it does so in search of safety only. 

As far as the foreign credit man is concerned, the advantages derived 
from foreign loans are the following: 

1. Creation of dollars, which will permit the borrower to pay for the 
purchases made in this country; 

2. Putting to work the surplus capital of the lender nation; 

3. Bringing needed capital to the borrower to develop the nation's 
resources, which in turn creates political confidence, and also increases 
the purchasing power of the people. 

Foreign loans, when properly extended, can be considered a great 
force in stabilizing business at home and abioad. 

Types of foreign loans. Foreign borrowing is made either in the 
name of a foreign country, or in the name of a foreign firm. 

Loans extended to foreign nations are of two categories: (1) those ex- 
tended by international bankers; (2) those extended by one government 
to another government. The latter are supplied by the government 
after exhaustive consultations and lengthy study by the two interested 
nations. An example of this type of loan is the one granted by the 
United States to England for nearly four billion dollars. It was made 
after prolonged discussion on both sides of the Atlantic. A somewhat 
different type of loan was extended to France: in this case the money was 
supplied by the Export-Import Bank. 

The loans granted by one government to another are known as Gov- 
ernment Foreign Loans, whereas those granted by bankers to foreign 
governments are called Public Foreign Loans. 

Any loan raised by a nation in foreign currency is called an External 
loan, and, obviously, the borrower assumes the exchange risk. 

A loan floated by a nation in its own currency is called an Internal 
loan, and, consequently, the exchange risk is absorbed by the lender. 
A government raises the money represented by this type of loan by sell- 
ing its own bonds to the public. A typical case is the loan raised by 
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this government during the war, subscribed to by the public. 
A further classification of foreign investments leads to grouping them 
into: 

1. Direct Loans, which are represented by investments made by an 
American firm in foreign counti ies for the purpose of: 

(a) Erecting a factory for the manufactuie of some product. 

(b) Developing some agricultural enterprise, like a coffee plantation 

or a sugar mill. 

(c) Establishing a bank, insurance company, or similar enterprise. 

(d) Developing a mining concession. 

2. Indirect Investments, which are represented by stocks and bonds 
issued by foreign companies and which are bought by American investors 
with the purpose of getting a return on their money. 

The purpose of foreign investments. The foreign credit man is 
primarily interested in knowing the answer to this question: How do 
these various investments affect the foreign borrower? The answer to 
this question leads to dividing all types of foreign investments into two 
main classifications: 

1. Productive or Self-Liquidating Loans. 

2. Nonproductive Loans. 

If the loan is used to develop the resources of the country, which will 
naturally increase its facilities to produce goods and services, the bor- 
rower will naturally be in a position to liquidate or pay whatever money 
was borrowed, and the loan will be self-liquidating. In other words, it 
accomplishes two things: it increases the nation's income, and it also 
yields enough returns to pay back what money was boriowed. 

On the other hand, if the loan is used to sustain a large and unneces- 
sary armed force, to build some project that does not stimulate or in- 
crease the income of the nation, such a loan is used in an unproductive 
manner, and will never yield enough return even to pay its yearly 
interest charges. 

The first type of loan is beneficial to the country: it invigorates the 
commercial life of the nation, creates work, employs people, and the 
whole economy of the country profits by it. 

The nonproductive loan merely creates additional obligations on the 
nation and hampers its economic life. 

The tying clause. Today more often than in the past, whenever our 
government or a banking house grants a loan to a foreign nation, it 
usually stipulates in the contract that the loan be spent in this country. 
In some cases it even goes further than that by requesting that if any 
portion of the loan is used outside the United States such purchases 
must be made in dollars. This clause is called the "tying clause," and 
the loan is said to be "earmarked." 

Factors affecting foreign investments. The questions involved in 
the granting of loans by one nation to another are beyond the scope of 
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this book. Suffice it to say, however, they are primarily a matter of 
national interest, and as such they are fully considered by the various 
governmental agencies interested in the problem. 

The case of the four-billion-dollar loan to England will illustrate the 
importance attached to such questions. Long before the official discus- 
sions started, the public was informed of the loan. After the offi- 
cials of both countries had agreed on terms, Congress took a hand; and 
finally after a lengthy discussion, the loan was granted to England. 
It took more than a year of constant discussion before the loan was 
granted. 

It can be said, then, that before a loan is extended, it goes through 
four different stages: 

1. Request for the loan, 

2. Consideration given to the request, 

3. Discussion, 

4. Approval or rejection of the loan. 

The request is merely the formality fulfilled by the borrower of ask- 
ing the lender for the dollars needed and at the same time presenting 
enough facts to justify the proposal for a loan. 

The consideration, as the word implies, means to analyze critically not 
only the information submitted by the borrower, but also the data mar- 
shaled from various sources. It also means passing judgment on the 
nation's capacity to borrow and to repay, the judgment being based 
mainly on: 

(a) The ability to raise money by taxes, 

(b) The integrity of the nation judged from past performances as a 
borrower, 

(c) The political and social conditions of the country, 

(d) Its balance of trade, 

(e) How the loan is going to be used, 

(f) The nation's gold reserves, its gold and silver productivity, and the 
balances it holds abroad. 

Once these facts have been assimilated, the next step is the discussion as 
to the terms of the loan, which leads to the final step: accepting or reject- 
ing it. 

Hot money. To the foreign credit man this is one of the important 
factors affecting the economy of a nation. By "hot money" is meant any 
security that is liquidated to be transferred abroad, or balances with- 
drawn rapidly from one country to another. During critical times such 
funds move quickly from one nation to the other. This rapid with- 
drawal of funds very often disrupts the currency of the country, upsets 
its exchange transactions, and even affects the internal conditions of 
the nation. 

Of late, foreign nations have regulated the withdrawal of funds, and 
have even barred the abnormal influx of money. Their aim is to avoid 
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the ill effects of the rapid movement of what is called "hot money/' 
The political aspects of foreign loans. Early in this chapter it was 
stated that as a rule, before bankers decide to float a foreign loan, they 
first consult the State Department. It is logical to deduce, therefore, 
that in such transactions there must be some facts, political or otherwise, 
that should receive the government's careful attention. Furthermore, 
once it is considered that the foreign loans extended to Germany after 
the first world war did help to build her aggressive policies that culmi- 
nated in World War II; and in view of the historical certainty that new 
political relationships will be created in the near future, it is not ex- 
cessive to say that before floating a foreign loan it should be the interest 
and the duty of the United States to ascertain whether: 

1. The foreign nation which will receive the loan is willing to give 
this country a fair opportunity to do business with its people. 

2. The money is going to be used for commercial purposes, and not to 
strengthen the foreign nation's military position. 

3. The beneficiary of the loan is willing to co-operate with other 
countries to uphold the international order. 

4. The government of the country receiving the loan does not uphold 
a political attitude antagonistic to our own democratic form of govern- 
ment. 

These four points represent political issues beyond the realm or interest 
of financiers. They are entirely within the confines of our State Depart- 
ment, which is better prepared and more able to appraise the political 
and social consequences that a foreign loan may have, and not only on 
the borrowing nation, but also on the other nations of the world. 



CHAPTER VII 

THE RISKS 



The Other Risks 

When the domestic credit man is confronted with a request for credit, 
his efforts are directed toward determining the credit soundness of the 
buyer. Little or no attention will be paid to the general conditions of 
the community where the merchant is located. If the information 
gathered warrants the credit requested, the order is shipped without 
hesitation. 

Such practice is not to be followed when considering the extention of 
credit to a foreign buyer. In fact, before the credit man investigates the 
buyer's responsibility, it is absolutely essential for him to study the con- 
ditions in the country where the importer is located as well as the 
hazard involved in the transaction itself. 

This requisite takes us back to the previous discussion presented in 
Chapter VI relative to the underlying factors affecting the market. In 
passing, it would be worth repeating that, should the country where the 
importer is located suffer from general business upsets caused by political 
upheavals, business stagnation, or other unfortunate maladies, the 
attitude of the foreign credit man should be extremely conservative. 

Besides the risk of the market, theie are other hazards inherent in 
every foreign credit transaction, namely: 

1. Marine, 

2. Price, 

3. Exchange, 

4. Merchandise, 

5. Credit. 

Marine Risk 

The origin of marine insurance cannot be determined with any 
certainty. There are evidences, however, that it has existed for over 
700 years, and was introduced to commercial use at different times in 
different places. 

The present form of policy can be traced back to the policy that pre- 
vailed in England in the early seventeenth century. In short, for over 
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3o contribution in the proportion of the sum by them insured to the aggregate of such simultaneous insurance. 

3d Notwithstanding anything herein contained to the contrary, this insurance is warranted free from capture, seizure, arrest, re* 

37 slraiot, dntainment, confiscation, preemption, requisition or nationalization and the consequences thereof or of any attempt tneroat, 

38 whether in time of peace or war and whether lawful or otherwise, also warranted free from all consequences of hostilities or warlike 

39 operations (whether there be a declaration of war or not), piracy, civil war, revolution, rebellion or insurrection, or civil strife arising 

40 therefrom Also warranted free of loss or damage caused by or resulting from strikes, lockouts, labor disturbances, riots, Civil oommo* 

41 tions or the acts of any person or persons taking part m any such occurrence or disorder. 

42 MEMORANDUM It is also agreed, that bar, bundle, rod. hoop and sheet iron, wire of all kinds, tin plates, steel. madder, sumao, brooms, 

43 wicker-ware and willow (manufactured or otherwise), straw goods, salt, gram of all kinds, nco, tobacco, Indian meal, fruits (whether pre- 
44 Mrvad or otherwise), cheese, dry fish, hay, vegetables and roots, paper, ras, hempen yarn, bags, cotton bagging, and other articles used 
45 .for bags or bagging, pleasure carriages, household furniture, skins and hides, musical instruments, looking-glasses, and all other articles 
4 A that are perishable in their own nature, are warranted by the assured free from average, unless general, hemp, tobacco stems, matting 

47 and cassia, except in boxes, free from average under twenty per cent , unless general, and sugar, flax, flax-seed and bread, are warranted 

48 by the assured free from average under seven per cent , unless general, and coffee, in bags or bulk, pepper, m bags or bulk, free from 

49 average under ten per cent , unless general Profits warranted free from claim for general average, but subject to the same per eentum 

50 of partial loss as if the insurance were on goods In case a total loss of profits be claimed, the Company to be entitled to a credit of the 
61 same per centum of salvage as if the insurance were on goods, and in case of contribution in General Average for any portion of the 
52 goods at the customary sound value, this Company to be free from claim for loss on such portion. Not liable for loss of or damage to 

63 any goods shipped on dock 

64 Warranted by the assured free from damage or injury from dampness, change of flavor, or being spotted, discolored, mnsty or 
5o mouldy, unless caused by actual contact of sea water with the articles damaged, occasioned by sea penis. In case of partial loss by 

56 perils insured against to dry goods, cutlery, or other hardware, the loss shall be ascertained by a separation and sal* of the portion only 

57 of the contents of the packages M> damaged, and not otherwise, and the same practice shall obtain as to all other merchandise as far as 

58 practicable Not liable for loss or damage to any merchandise resulting from breakage or leakage unless occasioned by stranding, 

59 sinking, fire, or collision with another vessel. 

60 Warranted by the assured that this insurance shall not enure directly or indirectly to the benefit of the carrier or other bailee, by 

61 stipulation in bill of lading or otherwise, and any breach of this warranty, and any act or agreement by the assured, pnor or subsequent 

62 hereto, whereby any earner or party liable for or on account of loss of or damage to any property insured hereunder, is given the 

63 benefit of any insurance effected thereon, shall render this policy of insurance null and void. 

04 In case of any agreement by the assured, pnor or subsequent hereto, whereby any right of recovery of the assured for loss of or 

65 damage to any property insured hereunder, against any person or corporation, is released, impaired or lost, which would on acceptance 

66 of abandonment or payment of a loss by this Company, have enured to its benefit, but for such agreement or act, this Company shall 

67 not be bound to pay any loss, but its nght to retain or recover the premium shall not be affected. 

68 Warranted by the assured, that the assignment of this policy or of any msurable Interest therein, as also that the subrogation of 

69 any nght thereunder to any party, without the consent of this Company, shall render UM insurance afleoud by such assign rnsnt or 

70 subrogation, void. 

Jit Vitne** hereof, the INSURANCE COMPANY OP NORTH AMERICA has caused these presents to b* signed by iu 

President and attested by its Secretary in th* City of Philadelphia, Peaasylvsaia; but this policy shall not b* valid unless oowaUf 
signed by a duly authorized Agent of the Company. 
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(NAMIi OP ASSURED) 

1. For account of whom it may concern loss, if any, payable to . 

2. This policy insuroi all shipment* of lawful goods and/or merchandise of every land and description, consisting principally of 



3. The insurance provided by thi* policy lia11 attach and cover all shipment* in winch the assured has an insurable mteroU, whether 
lirfMMi made by or to the assured, for their own account an principals or as agents for others or for the account of others from whom written 
**"*" instructions to insure have been received prior to sailing of vessel and before any known or reported loss, damage or accident. 
ArniH () AVKIUOE TKRMS ANI> CONDITIONS EXCEPT WHILE ON DECK. 

lav 

(b) ON DECK- 

Merchandise and/or goods while On Deck (which must be so declared by the assured) are insured ^ 

Frw of Particular Average unless caused by the vcsiel being stranded, sunk, burnt, on firo, or in collision, but including jettison 
and /or washing overboard irrespective of percentage 

SsWl uk ft. Where this policy by its terms covers while on docks, wharves, or elsewhere on shore and/or during land transportation, such cov- 
erage shall include the risks of collision, derailment or overturning of the conveyance, fire, sprinkler leakage cyclones, hurricanes, 
earthquakes, Hoods (meaning the rising of navigable waters), and/or collapse or subsidence of docks, piers or other structures, and to 
pay IONS or damage caused thereby, even though the insurance be otherwise F P. A. 
VTO* e. AT AND FROM: 

YllntMl 7. \ allied at amount of invoice including all charges therein, plus any prepaid and/or advanced and/or guaranteed freight not included 
in the invoice, plus %, to which slmll be added, as part of the valuation, any man no and war risk premiums, pay able by tho 

BRrmred on the foregoing ilems and not mcludod in the invoice, foreign currency to bo converted into dollars at banki ra' bight rateof 
uxchnngo applicable to e.wh invoice and/or credit and/or draft 

Tested 8. Pe,r iron or stod steamers, iron or steel motor vessels (but excluding all auxihary-ongmed vessoU) and connecting conveyance*. 

WifehMMtl 0. Thm insurance attaches from the time the goods leave the WarphouhO and /or Store at the place named in the doclaration, certificate 
or h P (loi al policy for the commencement nl tho transit anil continues during the ordinary course of transit, including customary 
transhipment, if any .until the gooh are discharged overside from tho overu-as vessel ul the final port Thereafter I ho m-)uran<e con- 
ration, certificate or specini policy or until the expiry of l."> davs (or .JO days if tho destination to which the goods are insured is 
outside tho .limits of tho port) whichev-r shall first occur Tho time limits referred to above to bo reckoned from midnight of the day 
on which tho discharge overside of the goods hereby insured from tho overseas vessel is completed Held covered at a premium to 
he arranged in tho event of transhipment, if any, other than as above and/or in the event of delay in excess of the above time limits 
arising from circumstances beyond the control of the assured 
Nor> It is- necessary for the assured to give prompt notice to Underwriters when he become* aware of an e\ nt for which he is "held 

co\ crcd" under this policy, and the right to such cover is dependent on compliance with this obligation 

10 Providi-d prompt notice be given the insurers when such facts are known to the assured and additional premium bo paid if required, 
>t is understood and agreed that in case of short shipment in whole or in part by the vessel reported for insurance hereuuder, or if the 
goods be transhipped by another vcsstl or vc&sels, or be earned beyond or discharged short of destination, or in tho event of devia- 
tion, or change of voyage, or any interruption or other variation of tho voyage or risk beyond tho control of the a^ured. this insur- 
ance shiill nevertheless cover the (foods until arrival at the final destination named in tho declaration, certificate or special policy or 
until tho subject matter insured is no longer at the risk of tho assured, whichever may first occur No additional risk-* (wiiothor of 
delay or of any other description) aro insured under this clause, which is intended merely to continue the insurance in force against 
tho same risks named elsewhere m this policy, and if the risk* of War, Strikes, Hiots or Civil Commotions, or any of these risks, 
shall be insured against by endorsement hercon, the muurance against such risks shall not be extended by this clauso to cover con- 
trary to any exprexs provision of such insurance 

11 The risks cov ered by this policy are to include damage to or destruction of the goods hereby insured, resulting from explosion howsoever 
or wheresoever occurring, provided same is shown not to have beon caused b> or attributable to any of the risks excluded by the terms 
of the "Free of Capture & Seizure" or "Strike*. Riots & Civ il Commotions" clauses in this policy 

12 When tliu property insured under this policy includes a machine consisting \vhon complete for sale or use of several parts, then in 
co*c of fuss or dain<igo covered by this insurance to any part of such machine this Company shall be hablo only for the insured value 
of tho part lout or damaged, or at tho assured's option for the cost and expense, including labor and forwarding charges, of replacing 
tho lost or damaged part, but m no event shall this Company b habit) for more than the insured value of the complete machine 

13 In cat,oof dnmnxeftain perils insured against affeci ing labels, capsule* or wrappers, tbi Company, if hablo therefor under (he terms 
of this policy, shall bo liable only for on amount sufficient to pay the cost of new labels, capsules or \uitppu3 and the cost of relabel- 



andiw 






lot to prejudice any risk in transit at the termination of that period 

Limits of '8 This Company shall not bo liable for more than $ by any one v e- 

|Mily ny one time, unh ss otherwise agreed upon m writing, but in respect of shipments on dock it 

nrancp shall not attach or be liable for more than $ while stowed ., j .. .. . 

Actmlatiu '* Should there Vie an accumulation nf interests beyond the limits expressed m this policy by rca,"un of any interruption of transit 
or occurrence Inyond the control of the assured, or by reason of any casualty or at a transhipp.rig point or on a coiincctingsteamer 
or conveyance, this t ompany shall, provided notice be given to this Company as soon a known to tho A^ured, hold covered such 
excess interest and shall be liable for the full amount at nsk, but in no event to exceed twice tho policy limit 

EflW h 17 This insurance shall not be vitiated by any unintentional error in description of vCKsfll, voyage or mt< ro.it, but any such error must 

DetoipbM De reported to this Company as soon as known to the assured, and additional premium paid if required 

..!._. 18. Including (mibject to all the terms heroin) nsks of craft to and from the vessel, each lighter, craft or conveyance to be considered us 
UfBUnft j gpparau ly insured, and to pay for total low of any package or packages whilst loading, transhipping or discharging Also to cover 

any special or supplemontary lighterage to take the goods to or from tho *arnhoux, subject to an additional premium, if required. 
The assured aro not to be prejudiced by any agreement exempting lightermen from liability 
19. The assured are not to be prejudiced by the presence of thu Negligence Clause and/or Latent Defect Cl arise m tho Bills of lading 

and/or Charter Party The seaworthiness of the vessel as between tho assured and the insurers is hereby admitted 

UCKTU go Including General Average and Salvage Charges according to United States law and usage and/or as per Foreign Stutrnunt and/or 

Unngt us per York-Antwerp Rules (as prescribed in whole or part), if in accordance with the Contract of Vffrtightraent 

21. This Company shall be liable for only such proportion of Gvntral \verage and Salvage C hargos as the sum henbv insured fless Par- 
ticular Avtrnpe for winch this Company is liable hereundor, if any) bears to the Contributory Value of the property hereby insured 

22. It is understood and agreed that whore goods are shipped under a bill of lading containing the so-eill< d ' Both-to-Blame" Collision 

ured) which tho awuml may be legally bound to pay to the shipowners under such clause In tho event thut Huh liability is 
asserted, tho assured ayreo to notify the Company, who shall have tho right at its own cost and expense, to dufcnd the assured 
against such claim. 

23 Notwithstanding anything contained hernm to tho contrary, this insurance is warranted free of claim for loss of market or for loss, 
expense. dui.iBgo or CK tenoralion arising from delay, whether such delay be caused by a pin! insund against or otherwis-o, unless the 
risk of delay is specificully covered by endorsement 

24 (A) H is u condition of the liability of this Company that oil risks lienundor bo reported as soon ns known to tho assured and 

amounts declared as soon as ascertained, and should the assured fail to report risks covered hereby, then this policy as to all 
nub* quint risks, shall become null and void if this Company shall so elect 

) The Company la entitled to premiums, at raU'S of this Company, on all nsks covered herein whether reported or not 
) This Con i puny shall have the privilege, at any time during business hours, to inspect the records of tho assured as respects 

shipments coming within th terms of thia policy 

26. It ii a condition of this policy, and it is hereby agreed, that the assurod's brokers, , 

or any substituted brokers, shall be deemed to be exclusively the agents of the assured and not of this Company many and all matters 
relating to, connected with or affecting this insurance Any notice given or mailed by or on behalf of this Company to tho said bro- 
kers in connection with or affecting this insurance, or its cancellation, shall be deemed to have been delivered to the assured 
20 The following Warranties shall be paramount and shall not be modified or superseded by any other provision included herein or 
stamped or endorsed her eon unless such other provision refers specifically to the risks excluded by these warranties and expressly as- 
sumes the said risks, 

* r * * (A) Notwithstanding anything herein contained to the contrary, this insurance is warranted free from capture, seizure, arrest, re- 

F . L S, stramt, dctainmcut, confiscation, preemption, requisition or nationalization, and the consequences thereof or of any attempt 

thereat, v hether m time of peace or war and whether lawful or otherwise; also warranted free from all conseoucnoes of hostilities 

or warlike operations (whether there be a declaration of war or not), piracy, civil war, revolution, rebellion or insurrection, 

or civil strife arising therefrom. 

IK. I C C (B) Warranted free of loss or damage caused by or resulting from stnkes, lockouts, labor disturbances, riots, oml commotion* or the 

act* of any person or persona taking part in any such occurrence or disorder. 

Attaching to and forming part of Policy No. 
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300 years the wording of the policies has not changed to any great extent. 
In this fact may be found the reason for the archaic form of language 
used in the present-day policy, which led a well-known marine insurance 
broker to remark in utter bewilderment and full sincerity that a marine 
insurance policy is not intended to be Understood by anybody. When 
it is read, the reader should bear in mind the many court decisions and 
traditions bearing so heavily on the meaning of the policy's wording. 
That is another way of saying that the subject of marine insurance is a 
highly technical subject. 1 

Marine risk is commonly known as transportation risk, and it might be 
generally defined as the danger to which merchandise is exposed while 
being transported by vessel from one port to another. 

The responsibility assumed by the carrier for any loss or damage the 
goods might suffer while in transit is negligible. The carrier's liability 
is limited by the provisions set forth in the bill of lading, and also by 
statutes of law and common practice. Therefore it is of prime import- 
ance for the shipper to protect himself against possible damages to, or 
destruction of, the goods while being transported by an ocean carrier. 
He obtains this protection by transferring the risk to a marine insurance 
company upon the payment of a specified sum of money, which is called 
a premium. 

The most common hazards faced while goods are in transit are: 

1. The perils of the sea, which comprise storms, fog, lightning, ice- 
bergs, collision with other vessels, and any other peril due to the elements. 

2. Fire. 

3. Throwing goods overboard. 

4. Theft or fraud on the part of members of the crew. 

5. Robbery by force, such as pirates or rovers. 

6. War risk. 

7. Strikes and lockouts. 

8. Pilferage. 

9. Possible losses that may occur while goods are being loaded or un- 
loaded, or while on shore. 

10. Miscellaneous damages, such as breakage through carelessness 
in handling, or because the cargo was not properly stowed; also heavy 
and sudden tropical rain before the shipment could be protected from 
damage. 

The liability of the insurance company is limited by the provisions set 
forth in the policy. The degree of protection extended by the under- 



i For those who care to obtain more detailed information on this subject, the author 
recommends the following books: Marine Insurance, by William Cow, published by 
Macmillan & Company, Ltd.; Marine Insurance, by Solomon S. Huebner, published by 
D. Appleton & Company; and Marine Insurance, by W. D. Winter, published by 
McGraw-Hill & Company, Inc. 
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writer depends on the coverage the shipper needs or desires to protect 
his cargo, and on the willingness of the insurance company to assume the 
risk or risks outlined by the shipper. 

Obviously the cost of the insurance increases in direct proportion to 
the hazards assumed by the underwriter. 

It is the practice to insure foreign shipments for the account of the 
importer. The type of insurance to be taken rests, therefore, primarily 
with the buyer. It is his duty to inform the exporter concerning the 
degree of protection he requires; that is, the kind of insurance he wants. 
If the foreign buyer intends to insure the shipment through his own 
company, he should pass that information on to the exporter. Under 
these circumstances the rule should be for the exporter to make sure that 
the foreign buyer will arrange for all insurance; and it might not be 
wasted effort to obtain the name of the insurance company the importer 
will use, and inquire about the financial strength and responsibility of 
this undei writer. Ordinarily, the buyer who insures his own shipments 
supplies certain blanks which are filled out and returned when the 
shipping documents are sent to the consignee. 

At this point it will be worth mentioning that the foreign credit man 
should request the merchandise department, the shipping department, or 
whoever has charge of the insurance work, to protect the company against 
any possible loss. Furthermore it should be his policy not to allow any 
sight draft sales to be accepted unless the marine insurance, which should 
cover all risks, is placed with his own insurance company or through his 
own broker. 

The explanation for this attitude rests on the fact that, should the 
buyer refuse to accept the shipment, the foreign credit man is fully 
protected in case of loss or damage sustained while the shipment is 
transported or remains unclaimed by the consignee at the port of entry. 

If the exporter intends to discount his foreign draft at the bank, it will 
be necessary for him to carry full marine insurance; that is, it should 
cover protection against total loss of the shipment, partial loss, "general 
average," war risk, and even contain coverage from "warehouse to ware- 
house." 

All Risks is the protection extended by the insurance company to a 
shipper against any and all losses he might sustain, brought about by 
external causes except war risks, strikes, or civil commotions. 

Average. In marine insurance, average means any loss or damage 
caused by the peril of the sea. The word comes from the French Avarie. 

Cargo is the merchandise carried by a vessel. 

Freight. In insurance, freight represents the money paid by an ex- 
porter to a steamship company for carrying his shipment abroad. 

Manifest is a document on which is listed and described all the property 
carried by a vessel for which bills of lading have been issued, 
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Particular Average represents the partial loss of some property caused 
by a marine peril. 

Premium in marine insurance means the money paid by a shipper to 
protect his cargo against some specified loss. 

Rider is the term for any additional wording attached to a policy by 
the insurance company. 

Insurance broker. The purpose of the insurance broker is to serve 
as a guiding expert through the maze of marine insurance. Marine in- 
surance is a very complex business, extremely technical, and suiely un- 
familiar to the average businessman or merchant. This complexity 
naturally makes the insurance broker quite indispensable to anyone 
engaged in foreign trade. 

In other words, when an exporter obtains the services of a responsible 
insurance broker, he has on his own staff a man who is thoroughly con- 
versant with sound marine insurance policies, who is an expert in this 
field, knows the intricacies and short cuts of the trade, and is fully 
familiar with the technicalities of this highly specialized business. 

The foregoing statement leads to the conclusion that the broker is well 
suited to secure concessions from the insurance companies that the layman 
could never obtain. This is so, not only because of the broker's wide 
knowledge of insurance, but also because of his ability to bring to the 
underwriter a larger volume of business than the isolated exporter could 
offer. 

The insurance broker's duties are: 

1. To submit to the insurance companies proposals received from his 
own clients. 

2. To advise his clients as to the type of insurance they should carry, 
and keep them informed on market regulations and changes. 

3. To request and negotiate quotations for insurance policies, thus 
obtaining the best conditions at the best rates. 

4. To protect the shipper against unreasonable demands that insurance 
companies may present. 

5. To attend to clearing any claims the shipper may present for losses 
sustained. 

As a final note, it is worth mentioning that all premiums for insuring 
goods are paid by the shipper to the broker, who in turn forwards the 
amount to the underwriter less his brokerage commission. Should the 
broker fail financially without having turned in the money to the under- 
writer, the insurance company will demand payment of the premium 
from the insured. 

General average. The basic features of the principle of general 
average are that the ship owner as well as the cargo owners must assume 
a certain percentage of any loss or damage suffered by the goods while 
in transit 
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If, for example, it becomes necessary to destroy or throw overboard 
part of the cargo in order to save most of it, the ship owner and the 
cargo owners are liable for the loss entailed. When the merchandise is 
insured, then the insurance company will bear the loss of the shipper. 

Let us assume that several exporters ship goods abroad on the same 
ship, and, because of some real danger or peril, it becomes necessary to 
throw overboard a portion of the cargo valued at $2,000. Let us also 
assume that the steamer is worth $20,000, and the exporters 1, 2, and 3, 
each had $5,000 worth of merchandise on the ship. 

The ship is valued at $20,000 

Exporter No. 1 5,000 

Exporter No. 2 5,000 

Exporter No. 3 5,000 



Total value ........................................................ $35,000 

Hence, the ship owner will contribute 20,000 or 4/7 of $2,000. 



Exporters 1, 2, and 3 will contribute 5,000 or 1/7 of $2,000, or $285.71 each. 

35,000 

If we also assume that the shipment was insured, then the exporter will 
suffer no loss, since the insurance company will pay the amount the 
shipper is supposed to contribute as his share. 

Open policy. An open policy is a binding contract with an insurance 
company containing conditions of coverage, limits of liability, and usu- 
ally a schedule of rates applicable to various commodities. It extends 
protection to all shipments made by an exporter, provided, of course, 
that the exporter agrees to declare all of his shipments to the insurance 
company, and to pay the prescribed premium. The information re- 
quired by the insurance company is: 

1. The name of the steamer. 

2. Sailing date. 

3. Bill of lading date. 

4. Shipping point. 

5. Point of arrival. 

6. Value of the shipment. 

7. Type of coverage desired. 

This type of policy remains in force until canceled by either party. 

Under this policy responsible exporters receive authority from the 
underwriters to issue their own certificates to cover their shipments of 
goods abroad authorized in the policy. 

The certificate. The marine insurance certificate, commonly known 
to exporters as the insurance certificate, is issued for the purpose of 
icplacing the marine insurance policy. It avoids the necessity for issuing 
copies of the policy every time a shipment is made. The certificate is 
issued, usually, in sets of four. The original is forwarded to the importer 
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:RTIFICATE OF INSURANCE NO. F 
AI, INSURANCE COMPANY 

INCORPORATED UNDCR THE LAWS OF NEW JCRSCY 

UIll > & CO , Managers 
No. > JOHN STREET, NEW YORK 7, N. Y. 


TE E 

This is to 

fa* 


NCW YORK. N Y 19 . 
Certify, 7Viar ^/n* Company has insured under Policy No. 


' 'ikr *,*/ . . 
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INSTRUCTIONS TO CLAIMANTS 

rtnprrty fnwrtd under tin crttiiuti ihill b nfMUd a won M th f*4* >< 



IMPORTANT NOTICE 



^ hen C.I-RO J revived from ll, C carrier in damaged toml.iion, or ?n MM of lost fcy Uifl, P .1f*., non -A-IU^ry or e tl, f ,r, (If 
^v*rr<{ hr ihU mtunne*) m order to *.vo f or yourselves or your undcrnnlcfB, ny nghU which you inn? hate ajimit th carrier, it u nL 
nry for you to fife notice of elmm in wntmg agalnit Uie carrier before (.king delivery of the gootif. CJaun in *rilmi must b filed with lb 
wrricj- M s^on lh actual loss or dnmige u Knonn and a to|.y thereof and . reply thereto miul accompany any cUIrn printed under thi! 
nwrance wrtifieaif, m addilion to the iiiual ceruhcatc cf IM iwucd by the Underwriter, Afeot. FiUnj cUun wauirt lh carrwTwdi not 
affect your nghu under your Insurance certificate. ^^ ^ vrrwr wui noi 



AGCNQES OF IHErCUCrtt ^SURtNCE COMPANY, WHERE CLAIMS MAY BE PRESENTED 
FOR PAYMENT 

D CAN/ DA BIISRFH _... . G>t; Muktu.K i C U. MOLICNDO (Sumr t*ly) 
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Illustration 33. CERTIFICATE OF INSURANCE REVERSE SIDE. 

with the other shipping documents, the duplicate is retained by the ex- 
porter for his record, the triplicate goes to the insurance company, and 
the broker receives the quadruplicate. 

This document certifies that on a certain date, and in accordance with 
the terms of the policy made for, say, Iselin Jefferson Company, Inc., the 
undersigned insured ten bales of cotton piece goods amounting to 
$2,000, going forward per Steamer and/or Steamers, sailing from New 
York to Bombay, India. 

The certificate states also that the loss, if any, is payable to the order 
of Iselin Jefferson Company, Inc., who may endorse the document in 
blank or in the name of the foreign buyer. Endorsement is accomplished 
in the same manner as with a check. 

This document may be made "to order," or "to bearer." If made "to 
order," it must be endorsed to somebody or in blank. When a certificate 
is issued in the name of "to bearer," the holder of the document can claim 



122 ANALYZING THE RISKS 

the payment, provided, of course, the bearer is able to produce docu- 
mentary evidence to support his claim. 

All marine insurance certificates must be countersigned by some 
person authorized by the insurance company. 

Any claim made abroad against the certificate should be accompanied 
by the required shipping papers, such as the commercial invoice, bill of 
lading, and so forth, and such claims may be collected from the subagents 
of the insurance company. 

Illustration No. 33 shows a marine insurance certificate; and Illustra- 
tion No. 33A represents the reverse side of the certificate listing the places 
where the claim may be filed for payment. 

War Risk 

The war risk is not considered as a marine risk. The latter covers 
the perils of the sea, whereas the war risk refers to dangers present when 
the state of war exists. Even during peacetime, however, exporters do 
cover themselves against war risk to avoid any possible damage caused 
by floating mines. 

Therefore, in order to obtain the necessary protection against possible 
losses that might occur because of the state of war, it is necessary for the 
shipper to request the underwriter to issue a policy covering such hazard. 

The rates charged for this type of policy vary from time to time in 
accordance with the prevailing conditions. For example, if the state 
of war actually exists, the premiums are very high; whereas in peacetime 
the rates are proportionately lower, at times negligible. 

During World War II the United States Government extended full 
protection to shippers through the War Shipping Administration by 
issuing policies to cover war risk. There were two different types: one 
for imports, and the other for exports. 

Policies Covering A Single Shipment 

When it is not practicable for a manufacturer or a commission house 
doing export business to obtain an open policy, he can still insure his 
foreign shipments by taking a policy against individual shipments. The 
policy includes most of the clauses found in the regular open policy. 
It may also embody special clauses adaptable to the particular kind of 
merchandise the exporter sells abroad. The premiums of course are 
higher than those charged for an open policy. 

Warehouse to Warehouse 

Originally marine insurance covered the risk only while the goods 
were in transit by water. That is, the coverage started after the cargo 
was loaded on the ship, and it ended when the goods were unloaded at 
the destination. This coverage was later extended to insure the mer- 
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chandise while it lay on the pier waiting to be loaded, and also after it 
was discharged at the port of arrival. The risks covered included fire and 
flood, and the policy was in force for a limited period of time. 

This coverage has been extended even more, and today the insurance 
companies agree to give further piotection by adding to the policy a 
clause called "Warehouse to Warehouse." 

The purpose of this clause is to piotect the shipper against possible 
losses that may occur while the goods are transported from the factory 
or warehouse of the seller in the United States to the factory or warehouse 
of the foreign buyer. "Waiehouse to Warehouse/' however, does not 
give any protection against unusual delays, unless the policy specifically 
allows such coverage. In other words, the coverage extended is for a 
limited period of time beyond which the insurance company is no longer 
responsible. 

It is worthy of mention that, when shipping goods to a foreign buyer 
on the basis of sight draft, the shipper should consider the advisability 
of extending the period of coverage of the policy as much as possible, so as 
to obtain full protection in case the importer refuses to accept the ship- 
ment. A similar consideration should be given when goods are to be 
transported from this country to a foreign poit and then moved to a town 
located in the interior of a country. 

Collecting Insurance Claims 

It is logical that before proceeding to make a claim against an insurance 
company the foreign credit man will ascertain whether the loss sustained 
is covered by the policy. If so, he will then proceed to obtain a certifi- 
cate to that effect from the local agent of the insurance company ex- 
plaining the nature of the damage and stating the amount of the loss. 
This is called a "survey." 

In addition to this document, the insurance company must receive 
a copy of the bill of lading showing that the goods damaged were owned 
by the exporter, and a copy of the commercial invoice covering that 
particular transaction, plus any other documents that the insurance 
company might request later on as further proof for the claim filed. 

These documents, together with a letter setting forth the value of the 
claim and the request for payment, are forwarded to the insurance 
company. 

Price Risk 

Considered in its bare aspects, the price risk is caused primarily by 
an unfavorable fluctuation in the prices of commodities. At such 
times unscrupulous merchants will take advantage of every opportunity 
to request the cancellation, or refuse the acceptance, of merchandise 
ordered. During normal times when prices are stable, the foreign 
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credit man will not experience any difficulties; but as soon as prices 
begin to fall it will be to his benefit to scrutinize the credit files, especially 
the reports of those buyers who have in the past given any indication 
of being too technical, have shown a knack for making claims, or have 
taken advantage of every opportunity to request some concession or other. 

Another phase of this particular problem can be stated better by 
citing an actual case. 

A Brazilian buyer called on a textile exporter and selected 100,000 
yards of rayon. The pattern was plain, of standard weave, and this 
type of goods could be obtained, if available, wherever rayon cloth was 
manufactured. In other words, there was nothing exclusive about the 
material. The price per yard was 66 cents, so that the cost of the goods 
amounted to $66,000 without including transportation charges, insurance, 
and other incidentals. The terms proposed by the buyer were sight draft 
with documents attached. 

When the order was presented to the foreign credit man, the first 
thought that struck his mind was: "Why should this buyer incur expenses 
in coming to the United States to buy rayon goods which he can pur- 
chase right in Brazil?" 

The second point that also needed consideration was that the buyer 
would have to pay customs duty when the material entered Brazil, which 
would naturally increase the price of the merchandise above the price 
commonly paid in that market for this type of goods. 

A rapid calculation brought out these facts: 

Cost of the goods was $66,000 

Freight, Insurance, and other minor charges were about .... 6,700 
Duties (assuming they were 40%) 26,400 



$99,100 

so that before the goods reached the buyer's establishment they would 
cost close to }100,000. 

The third issue had to do with what the buyer said when asked the 
price he had to charge the consumer in Brazil to make a profit on the 
transaction. His answer was that he had to sell the goods at $2.50 per 
yard. "No matter how rich Brazil might be," the foreign credit man 
could not help asking himself, "how many Brazilians care to pay $2.50 
a yard for rayon that sooner or later they can obtain for much less 
money?" 

The fourth consideration was the question of competition. Even if 
there was a scarcity of rayons in Brazil at the moment, the importer 
would no doubt find some resistance and competition. 

The fifth consideration given to this transaction was the matter of ex- 
change. Brazil has full control over all exchange transactions, and 
naturally dollars are first available to pay for imports not produced in 
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that country. This would mean that the allocation for the dollars needed 
to pay for the rayon when it reached the buyer might not be assigned 
immediately, and naturally the seller would be forced to wait for his 
money. 

In closing, it is very obvious that there are certain factors in this 
transaction which clearly affect the credit of the buyer, and which can- 
not be overlooked, controlled, or changed by either the vendor or the 
buyer. Briefly stated, these factors are: 

1. The possibility of a decline in the price of the goods, which might 
prompt the buyer to refuse them. 

2. The transfer risk. 

3. Local competition and high duties which add to the exporter's 
difficulties in disposing of the goods if the importer refuses to accept 
them. 

This problem will be further clarified by bringing out other factors, 
which, incidentally, emphasize the validity of examining every phase of 
any foreign transaction, and calculating the various risks involved in 
any export deal. The facts are: 

1. There was, at the time the importer ordered the goods, a scarcity of 
rayon in Brazil. 

2. Prices had increased tremendously, which naturally prompted mer- 
chants to take chances when buying or replacing their inventories. 

3. Since the importer was not doing any business in Brazil, he had not 
named an agent who could help if this deal did not materialize satisfac- 
torily. 

To the foreign credit man the problem became one of deciding how 
to sell without exposing himself to the hazards enumerated before. If 
he accepted the order as reported, that is, sight draft against documents, 
the possibility existed that the buyer might not care, or might not be 
able, to accept the goods when they reached Brazil. His refusal might 
be caused by a fall in prices or his inability to raise the money needed 
to pay for the goods and the duties. Consequently, the foreign credit 
man was forced to accept the order on the following conditions only: 

1. Against irrevocable letter of credit, payable at sight in United States 
dollars on presentation of shipping documents. 

2. Cash with order. 

In summary, this case illustrates what in practice is generally called the 
price risk, the hazards inherent to sales made abroad under unfavorable 
conditions. 

The Transfer Risk 

The exchange risk is present whenever United States products are 
sold in any other currency than dollars. For example, if goods are sold 
to England and the prices are quoted in pounds sterling, the exporter 
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runs the risk that when the bill is paid by the importer and the proceeds 
are then converted by the seller into dollars, the conversion may yield 
a smaller amount than expected, as a result of a drop in the value of the 
pound sterling in terms of dollars. If, on the contrary, goods are sold 
to Chile, and the bill is submitted in dollars, the Chilean importer 
assumes the exchange risk. In other words, if the value of the dollar 
increases, the buyer in Chile will need an additional amount of pesos to 
make up for the rise in the value of the dollar. In the first case the loss 
suffered in the transaction is absorbed by the vendor. The importer 
bears the burden of the loss in the second case. 

These two risks are some times erroneously bracketed under the name 
of exchange risk. They should not be confused. The American ex- 
porter is vulnerable to the transfer risk when he sells in dollars to a 
country that finds it difficult or might encounter difficulties in obtaining 
dollar exchange. The transfer risk is present whenever an importer is 
unable, or finds it arduous, to obtain dollar exchange which he needs 
to pay his foreign obligations. 

For example, when the Chilean buyer, who owes to an American ex- 
porter a draft covering merchandise imported for $1,000, calls at the 
bank to honor the outstanding bill of exchange, and is informed by the 
bank that they have no dollars to sell him, the buyer, in spite of his will- 
ingness to pay the American exporter, will not be able to liquidate the 
matured draft. He is forced to postpone its payment until some future 
date when the bank has acquired dollar funds in the United States and 
is able to sell the Chilean importer the dollars he needs. 

The risk is brought about, it might be said, by the inability of the 
buyer's country to create dollar balances in the United States. The 
natural question to ask is, "But why cannot Chile build up dollar 
balances in New York?" 

Although this problem will be explained more in detail in Chapter 
XII, suffice it to say now that Chile cannot build dollar balances in the 
United States because this country does not import enough Chilean 
products to pay for the purchases Chile makes in this country. In other 
words, Chile buys more from us than we buy from it; hence theie is a 
debit balance, and whenever that debit balance occurs there is a lack 
of dollars. That is the reason the Chilean buyer could not honor the 
outstanding draft ,at the time he called at the bank. 

The exporter then runs the risk that the importer might not be able 
to honor the American draft when it falls due. These difficulties might 
occur after the goods have been shipped. 

The risk may be very remote in some countries, but in others it is for- 
ever present. Between these two extreme cases, there is what might be 
called a middle ground. That is to say, there are certain countries which 
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do not present any immediate danger; but the contingency exists, never- 
theless, that they might experience the difficulty of not being able to meet 
the importers' demand for dollar exchange. 

The obvious question that must emerge from this discussion is: "But 
how is the foreign credit man to know when a country will experience 
such difficulties?" 

The answer is presented in detail in Chapter XII, where foreign ex- 
change and the balance of trade are discussed. For the present, suffice 
it to say that the reply to this question is found when the foreign credit 
man ascei tains through the local banks and the Department of Commerce 
how much the foreign country is buying from us; and how much the 
United States is buying from the same country. If the foreign country's 
purchases arc so active that it begins to use the balances it has in this 
country too rapidly, the foreign credit man will do well to proceed with 
caution. He should not, however, conclude, because the balance of trade 
is moving against the foreign country, that the country is in bad shape. 
He should, however, seek the advice of a foreign exchange expert. His 
bank should be able to help him. 

It will also be worth while for the foreign credit man to study his- 
torical events that occurred just before and after 1932 when various 
countries went off the gold standard, others declared a moratorium, or 
"standstill," and still others "froze" or "blocked" all foreign payments. 
The factual study of these events will no doubt assist in answering and 
in cleaiing this problem. He will see that certain events precipitated 
the financial crisis that engulfed the whole world. 

Finally, it might be said now that it is extremely important for the 
foreign credit man to ascertain: 

1. The dollar balances the importer's country possesses in the United 
States. 

2. Whether such balances are sufficient to meet current obligations 
representing the monthly importation of goods. 

3. Whether the country has the necessary facilities to create the needed 
dollar balances to pay its obligations in this country. 

4. Whether the country has any restrictions concerning the sale of 
foreign exchange. 

5. Whether the country has in the past placed an embargo on the 
importation of goods or has in force a quota, thus limiting the amount 
of goods that could be shipped to and sold in that country. 

It will be worth mentioning now that whenever an exporter sells goods 
abroad in any currency but his own, he should avoid the exchange risk 
by means of hedging. 

For example, if an exporter is shipping hosiery to England for 1,000, 
and the draft wjjl be due 30 days hence, he will have to sell to his bank 
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a month from today 1,000. Since the rate of exchange on the date 
of the contract made with the foreign buyer was $4 to the pound sterling, 
the exporter expects to get 30 days hence $4,000 for his 1,000. 

If he intends to sell his 1,000 on the date the bill is honored in 
England, he might get the $4,000. If, on the other hand, the exchange 
goes up to, say, $4.05, he will get $4,050; and if the exchange declines 
to $3.95, he will get $3,950. 

Therefore, wishing to avoid this exposure, he makes a contract with his 
bank to deliver to it, 30 days hence, 1,000 in London, at the rate of $4 to 
the pound sterling, or at some other rate acceptable to the exporter. 

If the bank accepts the contract and agrees to buy this foreign currency, 
the exporter instructs the importer to deliver to some specified bank in 
London, which is the correspondent of the American bank, the amount of 
the bill representing the goods shipped, or 1,000. 

This arrangement permits the exporter to eliminate the exchange risk 
when selling in a foreign currency. 

The Merchandise Risk 

In foreign trade the merchandise risk means the danger that exists 
when the foreign customer refuses to accept a shipment. The reason 
given as a rule is late delivery, or the failure of the quality of the mer- 
chandise to come up to the standard of the sample. The first obstacle 
can be removed by the exporter's adhering to delivery dates specified in 
the order. In the event of unavoidable delay, the exporter should 
always obtain authority from the customer or from the agent to post- 
pone the shipment of merchandise for a definite period of time. 

The second phase presents a more serious condition. In the case of 
cotton goods the solution calls for technical decision, which of course 
takes time. In some countries such disputes are submitted to the 
Chamber of Commerce for arbitration. Its decision is binding, and, 
should the case be taken to court, the judge accepts the decision of the 
investigating committee as the basis for his decision. In the majority 
of cases the seller prefers to allow a reduction in the price of the mer- 
chandise, or to resell the goods to a third party. 

At this point it is worth mentioning that the contract covering the sale 
of goods must be drawn to conform to the general business practice and 
the laws of the country where the importer is located. On page 31 
is presented a detailed discussion of the foreign sales contract. 

The Credit Risk and the Policy of the Exporter 

The question of credit risk was dealt with when the various factors 
affecting foreign credits were discussed. This risk is present whenever 
goods are sold abroad on terms other than cash or its equivalent. It can 
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be eliminated when the importer is willing to buy against letters of 
credit, is able to pay cash on receipt of documents, or when he advances a 
payment on account and the balance is payable on presentation of docu- 
ments. 

Closely related to the credit risk is the attitude or policy the house has 
toward credit. In brief, the firm might prefer to prescribe a liberal 
policy in granting foreign credits. The decision will be, of course, a 
manifestation of some previous sound reasoning. 

It is a known fact that certain firms do obtain larger profits than others, 
even though they sell the same product. Such concerns, naturally, are 
justified in following a liberal policy in extending foreign credits. Again 
it might be that a house, knowing well its cost of production, is quite 
awaie that it will soon enough decrease its cost as production increases. 
There can be no quarrel if the concern decides to extend foreign credits 
in a liberal way. 

It also could be that competition is so keen that the exporter finds 
it necessary to adopt a liberal policy in granting foreign credits: this 
is justified if the exporter possesses sufficient financial backing to cany 
on such a policy. 

The nature of export business is such that it requires a certain 
liberality in terms of sale. In domestic business, similar conditions 
exist for example, when a vendor deals with farmers or sells patent 
medicines for farmers require longer terms than, say, cotton converters. 

Under these conditions, the foreign credit man is given a free hand. 
So much so that, when he grants credit, he relies primarily on the 
character and the ability of the importer as a business man. It might 
be added that credit then becomes a source of capital for the foreign 
merchant. 

To follow this sort of policy with any amount of success requires a 
constant watch of the accounts and periodical visits to the market. Such 
precautions will permit the credit grantor to judge current tendencies 
and to visualize and appreciate to some extent the trend that business 
will take in the near future. In other words, whenever a foreign credit 
man is called upon to grant liberal credits, he must above all interpret 
the information he has marshaled not only on its present aspect, but also 
in its respect to the future. 

The credit man's past experiences, his capacity to feel or to sense the 
meanings of events that so frequently cast significant shadows affecting 
the future of a country's commerce, as well as his knack of responding to 
hunches, which are nothing else than "reasons that the reason knows 
nothing about/' will invariably permit the foreign credit grantor to 
succeed in his work. 

If, on the other hand, the house adopts a conservative policy in the 
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granting of foreign credits, the credit executive will naturally proceed 
to exercise due care in the extension of credit, and will thoroughly con- 
sider the various factors affecting the credit risk. 

GENERAL POLICIES TO BE CONSIDERED 

Credit Policies 

Much of the success and profit to be derived from export business 
depends principally on the type of importer to whom goods are sold. 
The very first step to be taken by the credit department, therefore, is 
to give preference to those merchants who are well known throughout 
the trade for their integrity and responsibility. Thus from the very 
beginning the foreign credit man strives to define the character of his 
firm and build prestige among foreign merchants. Perhaps at first it 
will be difficult to obtain business, since foreign traders have a great 
aversion to change, but in time the exporter will find this policy most 
beneficial. 

"Cria fama y acuestate a dormir" is an old Spanish saying, meaning 
that in life name and renown go far. To Shakespeare's flippant ques- 
tion, "What's in a name?" the business man could answer: "Everything, 
or nothing!" 

To build such prestige the credit man contributes his share by the 
efficient and rapid manner in which he makes satisfactory credit arrange- 
ments with the importers. 

To accomplish this it would be advisable to instruct the agent quite 
fully concerning the policies of the credit department. Every issue 
should be clearly defined, nothing left to chance. 

The agent should know the terms to be granted; rate of interest to 
be charged for any extra time taken by the buyers in settling their ac- 
counts; guarantees to be accepted, if any; discounts granted for cash 
sales; and, finally, whether he should be allowed to grant extensions or 
allow deductions on any open bill. In a word, the credit man will 
define his stand beforehand on every issue within his province, thus 
avoiding differences and misundei standings. 

Bank's Policy Toward the Importers 

If the foreign credit man is fortunate enough to uncover the attitude 
of the bank toward a foreign buyer seeking credit, he acquires valuable 
information that will enable him to judge the importer's power to com- 
mand credit in his own country. 

Unfortunately such detailed information is rarely divulged by foreign 
banks. Their reports as a rule are of a general nature, seldom revealing 
the bank's own judgment about the merchant. 
The only way to get such a report is to inquire directly of the im- 
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porter, or through the foreign agent. Once this information is re- 
ceived, the credit man may verify it at the bank. 

If the bank grants the merchant a line of credit, a special effort should 
be made to determine what conditions were required in granting the 
loan. Often it is fully guaranteed by mortgages, personal signatures, 
or some collateral that protects the bank entirely. 

When the banks follow a too conservative credit policy with the mer- 
chants, its results are detrimental to exporters. The merchants need- 
ing cash to pay their import duties or other obligations will turn to 
loan sharks, who always demand exorbitant rates of interest and guar- 
antees, such as liens on the merchant's inventory. This procedure as a 
rule brings grief and losses. 

Is the Merchandise Suitable for the Market? 

The first thing a banker wants to know, when discounting a foreign 
bill, is whether the goods covered by the draft are suitable for the mar- 
ket; so that if the drawee refuses to honor the obligation there will be 
no difficulty in disposing of the merchandise. 

When the merchandise is greatly in demand in a particular market, 
the foreign credit man will not encounter difficulties in collecting his 
bills. The merchants are too anxious to reap profits and will readily 
liquidate their bills, thus enabling themselves to obtain more goods on 
credit. 

In such conditions the foreign credit man is bound to be liberal in 
extending credit. On the other hand, when a small profit is realized 
from the merchandise, the tendency is to be cautious. 

The Trend of the Market 

A prolonged period of unstable prices combined with an oversupply 
of commodities, high rates of exchange, plus the lack of banking facili- 
ties to remedy or to ease the situation, will undoubtedly have a damaging 
effect on the general conditions of the country. During such periods 
foreign wholesalers become wary and prefer not to increase their stock. 
Forgetting for a moment the effect this situation will have on collecting 
foreign bills, and instead examining what takes place in the market 
where there is such business stagnation, we find that, in the first place, 
retailers carrying small stocks and selling for cash only will start to 
import low-priced goods, which they cannot get from the local whole- 
salers. 

In consequence, the exporters, looking for outlets in foreign markets, 
will distribute their products through the retailers. This policy un- 
questionably will deprive wholesalers of the only opportunity they have 
to liquidate their inventories. To overcome this difficulty, therefore, a 
practicable solution must be found. The obvious one is to help the 
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importer obtain cheaper merchandise through additional credit. This 
will bring his over-all price level down. To carry out this plan, the 
foreign credit man must satisfy himself first that the importer's financial 
condition is solvent; second, that any additional credit granted will be 
extended on short terms and paid promptly on maturity date; third, 
that drafts drawn against new shipments will include a portion of the 
old debt. This plan will remain effective until the old debt has been 
liquidated. Finally, the exporter should decline to accept any business 
offered by foreign retailers. 

The Market Credit Limit 

To the foreign credit man, the potentiality or power the market has 
to consume a given product is determined by ascertaining the average 
dollar value of the product in question that the nation has imported 
in normal years. This information is supplied on request by the 
Bureau of Statistics, United States Department of Foreign and Domestic 
Commerce. 

It needs no further argument to set the rule that the yearly sales to 
a country of a particular product must be fixed within the yearly amount 
the country is capable of importing and consuming. 

As a corollary to the above statement, it can be said then that the 
foreign credit man can set the total amount of receivables he may have 
outstanding in any country at any one time. 

There are, however, other factors the foreign credit man must con- 
sider besides the amount of goods a country imports, before he deter- 
mines the amount of receivables he should have outstanding at one 
time in a given country, namely: 

1. The general condition of the market. 

2. The responsibility and financial conditions of the importers. 

3. The competition the exporter will encounter. 

4. The terms of sale. 

5. The facilities the exporter has to finance his foreign sales. 

If the conditions of the market are satisfactory, and the importers are 
responsible and deserve credit consideration, it remains for the exporter 
to determine the competition he will encounter. This information the 
exporter may readily obtain from his own agent, who will also recom- 
mend his yearly sales for the market. 

Let us assume that the exporter sells mercerized cotton yarn and that 
the market under consideration is Uruguay, which we find imports an- 
nually about $750,000 of the type of yarn the exporter produces. 

If the agent reports that he can overcome the competition of the other 
three exporters and will be able to sell about $200,000 of goods a year, 
the exporter would then have accounts receivable outstanding at one 
time in Uruguay of about $50,000 to $75,000, assuming, of course, that 
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the terms of sale are 90 days date. This amount is well in line with 
the total amount of yarn imported by Uruguay every three months, which 
is about $190,000. Therefore, if the exporter can finance the sales rec- 
ommended by his agent, he is not assuming an abnormal risk. 

The Credit Department and the Merchandise Department 

It was mentioned that the credit department can assist the merchan- 
dise department in developing the sales policy by determining the 
potentiality of the market. The export sales manager can, and must, 
reciprocate by acquainting the credit department with the name of any 
foreign merchant who in his estimation is ordering goods unwisely. 

If, for example, an importer buys a type of merchandise not adaptable 
to his country, or is willing to accept prices higher than those quoted 
to other importers, it is fair to conclude, to say the least, that the im- 
porter is incompetent, and that this inadequacy will invariably bring 
him financial difficulties. 



CHAPTER VIII 

ANALYZING THE CREDIT RISK 



The Specific Information That It Is Possible to Obtain 

General opinion in the past considered it impossible to ascertain when 
a foreign buyer was obtaining goods in excess of his buying power. 
Modern methods of investigation, however, have improved considerably. 
With the aid of commercial agencies, the Foreign Interchange Bureau of 
the National Association of Credit Men, Trade Groups, foreign agents, 
and commercial banks with overseas branches, the foreign credit man 
can marshal a great deal of reliable information on this particular issue. 

The difficulty in this respect is to determine how actively the importer 
is purchasing from European conceins and from other foreign sources 
of supply. Yet a diligent agent could easily assemble such information 
by inquiring of his colleagues representing European houses. Further- 
more, after periodic visits to the establishment, the agent could make a 
fairly accurate estimate of the firm's purchases from countries other than 
the United States. 

The foreign buyer's activities in this market can be obtained by mak- 
ing inquiries of: 

1. Trade groups, 

2. The Foreign Interchange Bureau of the National Association of 
Credit Men, 

3. The merchant's broker, 

4. The local commercial agencies, 

5. Commercial banks with branches in the buyer's country, 

6. The importer and the agent directly. 

The Nationality of the Importer 

Mr. E. B. Filsinger, in his booklet on foreign credits (Is Credit Neces- 
sary in Export Trade?, published by the National Foreign Trade Coun- 
cil, New York), remarked that it would be interesting to discuss the rela- 
tive importance of the three C's of credit under different racial and 
local conditions. It would seem that this is the very first question the 
foreign credit man must answer, since it not only affects the credit of 
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the individual merchant, but also decides the policy to be adopted in 
each market. 

To simplify this problem it would be practical to classify the im- 
porters into groups, study their position in regard to the rest of the 
trade, inquire about their commercial standards, their past performances 
as merchants, and their respective financial and social importance in 
relation to the country as a whole. 

It should by no means be inferred that this or that race is condemned 
and qualified as a poor risk. Generalizations of this nature are value- 
less, since scoundrels are found among every race. Nevertheless the 
foreign credit man can do nothing else but consider the evidence: the 
experiences of other exporters, the attitude of the traders, their reputa- 
tion and business practices. He can then adjust his policies to the 
dictates of the investigation. Facts, which are stubborn, should always 
dictate the foreign credit man's policies. 

The Basis of Credit 

"Credit," Gladstone said, "is suspicion asleep." In other words, credit, 
whether domestic or foreign, is a commercial function based on con- 
fidence. But how is confidence established? 

It is a fact that in ordinary life individuals quite often pass judgment 
on a person they happen to meet. They do so on the spur of the mo- 
ment, without giving any consideration to the varied nature of the 
man. This sort of judmgent lacks value and finality since it is not based 
on known facts. If, on the other hand, the person is scrutinized and 
investigated, then there will be facts on which to base an unbiased and 
valid judgment. 

In export business the same procedure must be followed; that is, the 
foreign credit man will search for and marshal enough information bear- 
ing on the prospective buyer's past record, on the willingness he has 
shown to honor his obligations, on his business ability, and finally, on 
his capital and on the reputation he enjoys in the community where he 
works and lives. Invariably these data will create in the mind of the 
foreign credit man a sense of trust or mistrust about the prospective 
foreign buyer. 

Without diminishing the scope of the above investigation, its ob- 
jective can be defined in a more simple way by saying that confidence is 
determined by ascertaining the character, the capacity, and the capital 
of the credit seeker. These three elements are commonly known as 
the three C's of credit. 

Character. Character, being a personal attribute, becomes quite dif- 
ficult to define with any amount of certainty. Considered from a purely 
commercial point of view, its meaning may be grasped by implication, 
that is, by noting those personal qualities which impress one as reflect- 
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ing the mark of worthiness and trust. Nothing speaks so truthfully of 
a man's actual character as his past history. Through his actions his 
business ethics are praised or condemned. His past performances will 
place him, as it were, among those who do or do not deserve any respect 
or consideration. His commercial dealings, his methods of doing busi- 
ness, the attitude he has assumed at some critical moment, the way he has 
responded to any consideration extended, all reveal the true character 
of the man. 

In the search for this evasive basic element, do not stop at investigat- 
ing only his commercial activities. The foreign agent, who is right on 
the ground, should be able to get the facts about the man's antecedents, 
his family connections, as well as his social position in the community. 

Since it is a common practice throughout South America for some 
wealthy relative to extend financial assistance to capable individuals, 
the agent should find out whether the importer is getting such help and 
under what circumstances. If family ties are strong, there is no doubt 
that the merchant will be amply assisted. 

Experience teaches that gamblers do not offer any high degree of se- 
curity from a business point of view; consequently, a man's private life 
is also fertile ground to scrutinize and search for danger signals. In- 
dividual business qualities are the credentials that reflect a man's inte- 
grity and the soundness of his moral principles. 

Capacity. The best and most practical method by which to judge 
the technical and commercial capacity of an importer is to ask the 
merchandise department whether or not his purchasing methods reveal 
a wise and businesslike policy. If the importer accepts higher prices 
than those prevailing, buys indiscriminately, or his purchases are in 
excess of the market requirements, the foreign credit man can only make 
two deductions: the man is not a capable executive, or he has a ques- 
tionable motive for his apparently unwise policy. 

Capital. The necessity to determine the willingness of a foreign buyer 
to pay for his credit purchases has been stressed. His own assurance, 
however, cannot be taken as final. The foreign credit man must be 
convinced that the means of the man are sufficient to permit him to 
liquidate his debts. No matter how anxious a merchant is to pay, if 
he does not command the necessary capital, he will not be able to do 
so. It is not the capital solely that will supply his needed funds, but 
the manner in which the capital is managed. This interrelation of 
capital and capacity becomes paramount in foreign business. 

It has already been remarked that commercial activities in many coun- 
tries, especially in South America, flourish during certain months of 
the year. In between seasons there is always a pronounced dead period. 
If the finance of the business is not managed with ability and foresight, 
the importer will undoubtedly face a rather unfortunate situation. 
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This fact brings out the observation that expenses among these mer- 
chants must be kept low, and any signs of undue disbursement should 
be taken as a proof and a warning of poor management. 

Financial Statements 

Foreign merchants are somewhat reluctant to issue financial state- 
ments. They feel that by doing so they reveal business secrets. They 
reason, not without logic, that since other exporters grant them the nec- 
essary accommodation without such prerequisite, they prefer to con- 
tinue doing business in that manner. They also argue that their names 
should be sufficient to guarantee the extension of credit. Besides, they 
remonstrate, the knowledge they possess about their own business quali- 
fies them to judge their own buying power better than the knowledge 
the foreign credit man might get by studying their financial statements. 
Of course these arguments are more impressive than logical, since the 
person who extends the credit is the one who wants to be convinced, 
not the foreign buyer who seeks credit and who is already convinced to 
his own and not to the credit man's satisfaction. 

This attitude has waned, undoubtedly because of the influence exerted 
by modern business methods and the enactment of laws compelling 
corporations to make public their financial statements. But in spite 
of this change, in most cases the foreign credit man must satisfy himself 
with estimated financial details or sketchy comments about the resources 
of the importer. 

Regardless of the merchant's attitude, however, if he is located in an 
important commercial center, such as Buenos Aires or London, where he 
can easily obtain the services of a reliable accountant, the foreign credit 
man should not hesitate to demand enough financial information to 
justify the credit, more so if the importer's contemplated purchases 
necessitate a fair line of credit. 

Analyzing the financial statement. As far as the foreign credit man 
is concerned, it is essential for him to have a fairly accurate understand- 
ing of the financial condition of the seeker of credit. It docs not mat- 
ter what attitude the importer takes about revealing such information. 
What is important for the foreign credit man is that he obtain sufficient 
financial details about the foreign buyer to peimit him to determine the 
credit standing. The foreign credit man must get that information: 
through the agent; through a commercial agency such as Dun 8c Brad- 
street, Inc.; from the banks; or from any other source. This financial 
information is one of the three basic requisites that uphold the right to 
command credit, the other two being character and capacity. 

Below are presented three financial statements received from foreign 
concerns. In analyzing these balance sheets, the main concern is to 
scrutinize the various items in order to evaluate them in a conservative 
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way, without overlooking the consideration of these additional facts: 
the year the statement was issued; the type of business represented; the 
reputation of the owners; and the conditions of the country where the 
business is located. 

Above all, it must be remembered that these balance sheets are the 
sort of statement issued by the average foreign buyer located in coun- 
tries which have not reached the commercial maturity of this country, 
England, or Argentina. 

BALANCE SHEET 1 

June 30, 1942 
ASSETS 

Merchandise $ 71 ,104 

Furniture and fixtures 2,617 

Cash in the local bank 1,901 

Cash in a New York bank 2,547 

Drafts receivable 353 

Accounts receivable 39,032 

Cash in hand 1,396 

Various creditors 8,416 



$127,366 
LIABILITIES 

Capital $ 65,159 

Loans 19,500 

Various 5,619 



$ 90,278 

Total assets $127,366 

Total liabilities 90,278 



Profits $ 37,088 

Distribution of the Profits: 

Taxes $ 2,856 

For the liquidation of private money owed by partners 8,317 

Partners' withdrawals 2,567 

Added to capital 23,348 



Working capital $ 37,088 

Original capital $ 65,159 

Profits added to capital 23,348 



$ 88,507 

Sales for the year $338,119 

Insurance against fire $ 52,000 

Our bank in New York is: 

1. The first balance sheet is from a jobber and retailer of textiles 
and novelties, which is located in a medium-sized town having a popula- 
tion of from 70,000 to 75,000, and which supplies a number of smaller 
communities located near by. 

The balance sheet is dated June 30, 1942, and is presented exactly 
as it was submitted to the foreign credit man, except that the original 
statement gave the assets and liabilities valued in pesos, whereas the 



ANALYZING THE CREDIT RISK 139 

copy here shown has been converted into dollars at the rate of exchange 
at which the peso was quoted by the Treasury Department on June 
30, 1942. The cents have been eliminated. 

a. The most striking feature about this statement is that the debts 
are low. That would be expected in 1942 when there was plenty of 
money and foreign merchants were doing a fairly large cash business 
which permitted them to liquidate their debts promptly. In fact some 
of them anticipated their payments. That year the merchandise was 
scarce and there was a great demand for goods. 

b. No reserves are shown for bad debts, or for depreciation on 
furniture or fixtures. The bad debts should have been about $2,500 to 
$3,000, and the value of the furniture and fixtures could be reduced 
to a nominal sum of $1. 

c. The asset listed as "Various creditors" valued at $8,416 is prob- 
lematical. It frequently represents money borrowed by the partners. 
Acting conservatively, the firm should eliminate it entirely from the 
statement. 

d. The inventory shown in the statement could be fairly accepted 
as correct in 1942. 

e. The firm capital turnover is about five times a year on the basis 
of the sales reported, which is good for this firm located where it is, in 
a region where the main income is from sugar and tobacco. The profits 
are in line with the sales, and not exorbitant. 

f. The information that has been obtained from various sources 
points out that this merchant's capital is in the neighborhood of $75,000 
to $80,000. He pays well, enjoys a good reputation, knows his business, 
and is respected. The agent reports he is a careful buyer. Other ex- 
porters speak well of the firm and also comment that their past experi- 
ence with this account has been favorable. The region where the firm 
is located is commercially active. Therefore, from all indications, this 
firm is a favorable risk. 

g. A guiding line of credit, for this account, could be assigned for 
about $7,500. 

BALANCE SHEET 2 
December 31, 1945 
ASSETS 

Cash on hand $ 6599 

Merchandise 139,708 

Various creditors 8,090 

Accounts receivable ] $499,407 

Reserve for bad debts ( 145,434 



$353,973 353.973 

Cash in the banks 587.075 

Cash in a New York bank 52.665 

Other creditors 145,205 

$1,293.315 
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LIABILITIES 

Loans and deposits 44,108 

Reserve for employer's bonus 1 1,612 

Capital 688,000 

Legal reserve 68,247 

General reserve 120,008 

Surplus 361,310 

11,293,315 

2. The second statement shown above is from a well-known and long- 
established wholesaler situated in one of the most progressive republics 
of Central America. The firm is located in the most important city of 
the country, having a population of about 120,000, and is very active 
commercially. The country exports principally coffee, bananas, and 
some sugar. The political conditions there are good, and it has no 
difficulty in obtaining dollar exchange. 

The statement is dated December 31st, 1945. 

a. The liquidity of this statement cannot very well be challenged. 
Even if the asset listed "Other Creditors" is disregarded, still the firm has 
substantial means to take care of its obligations. 

b. The liabilities compared with the cash are negligible. 

c. The past history of the firm is excellent. Information gathered 
from various sources is entirely complimentary. 

d. It can be said, then, that this firm's credit is good for its require- 
ments. 

BALANCE SHEET 3 

June 30, 1946 
ASSETS 

Cash in hand 500 

Receivables 124,273 

Merchandise 291,821 

Merchandise in transit 37,427 

Due from employees 488 

Various 100 

Investments 205 

Furniture and fixtures $2,945 

Less depreciation 1,089 



$1,856 1,856 

Trucks $5,531 

Less depreciation 1 ,690 



$3,841 3,841 

Deferred 894 

Other creditors 5,415 



$466,820 
LIABILITIES 

Commissions $ 3,640 

Bills payable 14,835 

Accounts payable , , . . f , , , , . . 18,H2 
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Foreign accounts payable 12,086 

Taxes 1,307 

Interest due 2,427 

Bankers' acceptances 105,1 15 

Capital stock paid in 200,000 

Surplus 109,268 



$466,820 

3. The third statement is that of a firm manufacturing sports en- 
sembles and shirts for men. The country's financial condition is 
healthy. It does an active export business in tobacco, citrus fruits, cof- 
fee, and sugar. The city in which the firm is located has a population 
of 500,000. It is the commercial and financial center of the nation. 
Political conditions are sound, and the importer will have no difficulties 
in obtaining dollar exchange. 

The statement is dated June 30, 1946. 

a. The most striking features of this statement are: 

(1) Its weak cash position. 

(2) The heavy inventoiy. 

(3) The heavy debt due to the banks in the form of bankers' ac- 
ceptances. 

Obviously the firm is buying heavily and is depending on the bank for 
financing its purchases. No doubt the bank is fully protected. In fact, 
one of the reports quoted states that credit dealings of importance should 
be guaranteed by one of the partners, which makes one deduce that 
the lender is fully secured. 

b. The inventory, if one considers the year, should be worth the 
amount indicated in the statement. 

c. There is no provision for bad debts, which should not be less 
than $4,000 to $5,000. 

d. No reserves have been created for emergencies. 

e. The house suffered some reverses in the past, and an arrange- 
ment was made with certain ci editors who received about 80 cents on 
the dollar. Some of the members of the old firm are still connected with 
this business, and an American bank with offices in that country suggests 
that credit dealings of importance should be guaranteed by Mr. X, who 
reorganized the business in 1942 and added new capital. Mr. X is con- 
sidered a man of high repute and has some means outside the business. 

f. In summary, this is the type of concern that should be watched 
if any credit is granted. In fact, if the foreign credit man decides to 
open the account, it should be on the basis of a documentary draft. 
That is to say, the account should be limited to, say, $1,000 or so at a 
time. Every shipment should be covered by a 30 days date draft with 
documents attached. Furthermore, the collecting bank should be in- 
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strutted to protest the draft for nonpayment. If there is any delay in 

accepting the bill of exchange, the account should be closed. 

g. Should Mr. X withdraw from the firm, credit should be discon- 
tinued. A guarantee from Mr. X should carry little weight. In foreign 
business such a guarantee is not very practical or effective unless it is 
represented by a mortgage on readily salable real estate holdings, which 
bring sufficient income to cover comfortably the operating expenses of 
the real estate. 

Credit Limit 

There can be no fast rule to estimate, with mathematical precision, the 
amount of credit that can be assigned to an account. If it were possible 
to apply a formula, it would make credit rigid, and that result repudiates 
the first aim in the granting of credit, namely that it should be flexible. 
Credit to be sound must be elastic, thus permitting the credit man to 
expand or contract it as conditions warrant. 

The problem of foreign credit, as has been pointed out, rests on the 
information gathered about the country, the currency, and the buyer. 
Once these facts are known, then the credit grantor is ready to assign a 
"guiding line of credit" to each account, which will be revised period- 
ically. 

Let us take a practical example by referring to the first case presented 
on page 138. The details are as follows: 

The buyer in question is located in a medium-sized town having a 
population of about 70,000 to 75,000 inhabitants. In addition to its 
local sales, this firm also distributes its products to the adjacent com- 
munities. The region is prosperous and the currency of the country is 
stable. There is no exchange control. 

From the reports gathered from the agencies, the banks, and the for- 
eign representative, this importing firm enjoys a good reputation and 
appears to be one of the most important concerns in the region. 

The balance sheet of the buyer, which is reprinted on page 138, pre- 
sents a liquid condition. Sales are well in line with the capital, and 
the profits indicate good management. Furthermore, even after deduct- 
ing the asset which is listed as "Various creditors," the house still shows 
a net capital of about $80,000. 

In short, all the information available, which forms the basis on 
which credit rests, indicates that the buyer presents a normal risk and 
is entitled to credit. Consequently, in this case it would be reasonable 
to assign a guiding line of $7,500. As commercial relationship develops 
and the credit grantor begins to feel or sense the growing importance 
of the account, the amount may be increased to, say, $12,000 or $15,000. 

If, on the other hand, the importer shows an inclination to overbuy 
(this information can be obtained by consulting with other suppliers in 
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this country), then it would be prudent to revise the line of credit. 
The same would be true if the political conditions in his country became 
difficult. 

In summary, when assigning a line of credit to a foreign buyer, it 
should be the practice of the export credit man to base his decision on 
the data he has obtained about the importer's character, capacity, and 
capital. He should also take into consideration the general trend of 
the business. 

Furtheimore the lines of credit assigned should be revised every so 
often, say every three months or so. This dictum does not mean that 
every three months the foreign credit man should go through all of his 
foreign accounts with the purpose of assigning new lines of credit. It 
does mean, however, that he should not neglect to follow the trend of his 
most important accounts with the purpose of increasing or decreasing 
the lines of credit as conditions change. 



CHAPTER IX 

SOURCES OF INFORMATION THE MARKET 



Information Required 

The scope and character of the investigation depend primarily on 
the nature of the business. The banker sponsoring a loan is principally 
interested in measuring the potentialities of the country, its income, and 
the business prospects for the future, as well as the technicalities, legal 
or otherwise, present in the transaction. The contractor engaged for 
the construction of roads or another government project will direct his 
attention toward making the investment secure and profitable. 
In the field of foreign credits three distinct problems arise: 
1. To survey the market with the object of determining its risk and 
its power to consume goods. This investigation must include, not only 
the study of the fundamentals revealing the potentialities of the market, 
its relative financial position, its commercial activities (import and ex- 
port), but also the facilities the country offers, such as banking, com- 
munication, and legal protection for the proper development of inter- 
national commercial relations on a credit basis. 

2. To determine the value and stability of the currency of the country 
and its facilities to obtain foreign exchange. 

3. To appraise the moral and financial responsibility of the buyers 
as well as their capacity as merchants. 

Care in Selecting Sources of Information 

Unless the foreign credit man makes periodic visits (which, inci- 
dentally, he should) to foreign markets to discover the financial respon- 
sibility of the accounts and the general commercial condition of the 
trade, he must rely entirely on the information he may gather from 
various sources to determine the financial importance of the merchant 
seeking credit. It is essential to know all possible sources of informa- 
tion that will permit him to visualize the potentiality and the commercial 
life of the nation, as well as the relative financial position of the buyer. 
It is an undisputed fact that the amount of information gathered is not 
the important thing. It is the quality and the nature of the informa- 
tion that are of value to the credit grantor. The reports obtained should 
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contain the essential facts about the market or the importer and bear the 
mark of being reliable. Furthermore, the information must be revised 
at frequent intervals. 

The sources open to the foreign credit man, from which he will draw 
reliable details revealing the relative financial importance of the market, 
are: 

Department of Commerce 

The present Bureau of Foreign and Domestic Commerce was first or- 
ganized with the object of building up this country's foreign commerce. 
To accomplish this the Government established a group of services for 
exploring and reporting on opportunities for trade abroad. It also 
built a center for information. Their reports are available to Amer- 
ican manufacturers. 

The organization of the Bureau also includes technical divisions known 
as: 

1. The Commercial Intelligence Division, which acts as a clearing 
house for information in regard to foreign houses. 

2. The Division of Commercial Law, which is engaged in compiling 
and furnishing information concerning the laws of foreign countries 
that affect the business of American firms. This division also supplies 
practical information concerning legal problems. 

3. The Finance and Investment Division, whose principal work is to 
study the conditions in foreign countries relative to foreign investments. 
It collects data concerning the budgets, loans, currencies, and banking 
problems abroad. 

4. The Division of Foreign Tariff, which reports on the duties paid on 
American goods entering foreign markets. 

5. The Division of Regional Information, which distributes informa- 
tion on general economic conditions abroad, and attends to the publica- 
tion of bulletins concerning the possibilities of distributing American 
goods in foreign markets. 

6. Other divisions are: Economic Research, Statistics, Transportation 
and Communication, and Foreign Construction. 

Publications. From the foreign credit man's point of view, perhaps 
the most valuable book issued by the Bureau of Foreign and Domestic 
Commerce, Statistical Department, is The Commerce Year Book For- 
eign Countries. This book is well illustrated with maps, statistics, and 
other features, revealing at a glance the commercial potency of each 
country. It is a compact textbook on the economic and industrial 
geography of the world. As an insight into its value, the following are 
some of the topics discussed in regard to the Argentine market: 

1. General economic trend, compared from year to year, 

2. Area and population of the country, 
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3. Agricultural production, 

4. Pastoral industry, 

5. Mining and forestry, 

6. Transportation and communication railway, navigation, and air- 
ways, 

7. Foreign Trade, 

8. Statistics, 

9. Labor situation, 

10. Finance, Government, currency, exchange, banks, and credit, 

11. Maps and tables. 

The Bureau also publishes and distributes a number of special bul- 
letins, a complete list of which may be obtained by addressing the De- 
partment of Commerce, Bureau of Foreign and Domestic Commerce, 
Washington, D. C. 

The National Association of Credit Men 

This association distributes to its members a weekly confidential bul- 
letin commenting in a general way on the principal changes in the com- 
mercial life of Latin America, Europe, Australia, and the Far East. The 
paper is well edited, speaks with authority since the information is 
obtained from reliable sources and serves as a clearing house on mat- 
ters and opinions affecting foreign trade. 

Bank Publications 

When studying the market's conditions the foreign credit man cannot 
overlook the abundance of information presented in the various publica- 
tions issued by the central banks, as well as the periodicals distributed 
by the most important banking houses of the world. 1 

One of the main features of these financial reviews is the presentation 
of a general survey disclosing the conditions of the market. The dis- 
cussion first makes a preliminary review of the events that have already 
taken place, then presents the immediate developments, and later centers 
its attention on the effect these events will have on business. 

The value and scope of these publications can be appraised from the 
following list of some of the questions regularly presented: 

1. General Survey of the financial and political conditions of the 
country. 

2. The exports and imports for the month. Comparative figures are 



i Some of the foreign bank publications are: A Trade Revieiv and Business Com- 
mentary, Barclays Bank, Pretoria, South Africa; Bolelin Mensual, Banco Central de 
Chile, Santiago de Chile; Revista del Banco de la Reptiblica, Bogota^ Colombia; 
Monthly Review, Lloyd's Bank Limited, London, England. To these may be added 
the publications issued by the National City Bank of New York, the Guaranty Trust 
Company of New York, and The First National Bank of Boston. 
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quoted, thus making it possible to follow the trend of the balance of 
trade. 

3. Commercial laws and decrees enacted. 

4. The conditions of the exchange and prospects for the future. 

5. Currency in circulation. 

6. The price of commodities. 

7. Banking and credit situation. 

8. Balances of foreign monies held abroad. 

9. Movement of gold. 

10. Drafts protested. 

11. Failures. 

12. The prices of stocks and bonds, which are a reliable indication of 
the general conditions of a country. 

This varied discussion will enable the foreign credit man to unearth 
the three gieat factors determining the financial condition of a country: 
its commerce, its credit, and its currency. 

The Department of State 

Among the many functions performed by the Department of State 
that will interest the foreign credit man are: first, the business of negotiat- 
ing, enforcing, and terminating international agreements; and second, 
the gathering of political and economic information all over the world. 

The first function includes the drafting of commercial treaties, which 
are negotiated primarily by the Division of Trade Agreements of the 
State Department. 

From the consuls that are sent to every important city of the world, 
the State Department obtains detailed reports on the following: 

1. Commercial economic conditions of some specific region or country, 

2. Trade opportunities, 

3. World Trade Directory reports, 

4. Trader lists. 

National Foreign Trade Council 

One of the many activities of this active association is the yearly publi- 
cation of the proceedings of the Council. It also edits a number of 
pamphlets (C. C. Martin's Can We Compete Abroad? and The How and 
Why of Foreign Trade Work by O. K. Davis, W. H. Mahoney, L. G. 
Macomber, E. L. Bacher, P. M. Terry), dealing with issues of immediate 
importance to the exporter. The authors are leaders of long standing 
in foreign business, experienced and well versed in international trade; 
and their conclusions and opinions are to be accepted as authoritative. 

The topics presented vary from definitions of foreign trade terms to 
more intricate matters related to credits, collections, shipping, legal is- 
sues, contracts, and other matters. 
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Foreign and Domestic Newspapers 

Cable lines, radiograms, and telephone service have virtually elimi- 
nated distances between nations. The happenings in some distant city 
in Manchuria become common news shortly afterward all over the world. 
The merchants in Puerto Rico, as well as those of Australia and India, 
know the daily prices of sugar, wool, and cotton, as quoted in New 
York and London. Events that in former eras took months to affect 
the financial structure and life of nations today are instantly felt in 
every great city of the earth. 

Thus daily papers become another source of information in the con- 
stant task of keeping abreast of developments abroad. In the same 
manner foreign newspapers also serve to enrich the credit man's knowl- 
edge of the market. From them he gathers firsthand information re- 
garding the political sentiment of the country, public opinion, and 
similar comments bearing on the welfare of the nation. 

Local Chambers of Commerce 

There is scarcely a town of any commercial importance which does 
not have a local Chamber of Commerce. To the foreign credit man 
these associations represent another medium from which he may obtain 
a competent and reliable report concerning prevailing prices of local 
commodities, a general review of the business outlook, a record of busi- 
ness failures within that district, inquiries of goods needed, changes in 
the customs duties, and a general survey of the crops and business 
prospects for the future. 

The nature of the information is purely local, but it represents a con- 
densed and clear picture of that particular section of the country. 

The International Trade and Service Association 2 

This is a trade association established for the benefit of its members, 
mostly composed of industries that are interested not only in develop- 
ing foreign trade, but also in maintaining those foreign markets already 
accepting the influx of American goods. 

The International Trade and Service Association is a nonprofit or- 
ganization. It has a board of directors of eight members, selected from 
well-known commercial houses in this country. The Association aims 
to bring within its membership reputable members of foreign concerns 
and to establish branches outside the United States. 

It has two types of membership, one open to individuals, firms, or 
corporations; the other, whose participants are known as associated 
members, open to trade groups, associations, Chambers of Commerce, 



* Reported by the Wall Street Journal, September 30, 1946. Page 5. 
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and Boards of Trade. The dues for active members are $300 a year. 

The purpose of this organization is to handle, for the members, any 
sort of question they might encounter in connection with their foreign 
trade. It will also maintain a close relationship with the Department 
of Commerce, the Department of State, the Embassies of foreign nations, 
the Export-Import Bank, and other local and federal agencies and of- 
fices having any interest or concern with foreign commerce. 

Above all, it will oppose any legislation introduced to bar the export 
of commodities from this country. The head office is located in Wash- 
ington, D. C. 

Other Sources of Information 

In a world that is susceptible to the impact of new ideas and experi- 
ments, the foreign credit man is compelled to be alert and conscious of 
the effect these trends and changes will have on business. It would be 
impossible for him to analyze and gauge these forces by himself. He 
must depend for his information on the studies made by others, which 
may be found in: 

1. The books and pamphlets published by foundations and institutes, 
created for the purpose of acquainting the public with the economic 
problems affecting this nation and other nations. These studies and 
investigations are made by a staff of scholars recognized for their integrity 
and capacity as economists. 8 

2. The reports distributed by statistical bureaus. Their aim is to 
collect and tabulate facts with the purpose of disclosing the needs and 
resources of a country. They also aim to reveal the trend of foreign 
business and forecast its future. The information is available to paying 
members only. 

3. Hanson's Latin American Letter is a well-edited, precise survey 
replete with details covering almost every aspect of foreign trade. It is 
distributed to subscribers every week. 4 

4. Associations such as The Commerce and Industry Association of 
New York, Chamber of Commerce of the United States, and The Na- 
tional Foreign Trade Council distribute through their bulletins and 
papers information reflecting the political, social, and financial condi- 
tions abroad. The contributors and editors are well-known business 
men, fully acquainted with international trade. 

5. The daily trade papers, such as The Journal of Commerce, bring to 
the foreign credit man up-to-date financial news and commentaries from 
all over the world. 

From the sources mentioned in this chapter, the export executive 



8 Economic Problems of Latin America, edited by Seymour E. Harris, published by 
McGraw-Hill, is an excellent example of this type of study. 
* Hanson's Latin American Letter, 1070 19th Street, N. W., Washington, D. C. 
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should be able to obtain as much information as he needs. It is evi- 
dent, however, that he must arrange these data into a logical pattern so 
as to enable him to visualize and judge the conditions prevailing abroad. 

Barometer of International Trade 

Coming events cast their shadows; the state of the pulse determines 
the state of the patient. By following events as gathered from all avail- 
able sources, the foreign credit man will soon be able to deduce that 
the abnormal outward movement of gold often spells disaster, that an 
increase in duties obstructs the general movement of merchandise, and 
renders almost financially impotent those countries whose livelihood 
depend on the commodities so taxed. 

It would seem feasible then to watch these changes very, closely, as 
well as any action or event that affects the normal march of business. 
With this principle in mind, there have been listed below what are con- 
sidered the main influences that will affect the financial life of the 
country adversely: 

1. Unstable exchange, 

2. Adverse movement of gold, 

3. Abnormal increase or decrease in the amount of currency, 

4. Rapid drops in the prices of the country's basic commodities, or 
crop failure, 

5. Unfavorable balance of trade, 

6. Inability to meet foreign loans or the interest on the loans, the 
result of which will be immediate loss of confidence, and exchange re- 
strictions, 

7. Unsettled political conditions. 

The favorable signs are: 

1. Balanced national budget, 

2. Stable exchange, 

3. Basic commodities of the country selling at profitable prices, 

4. A favorable balance of trade, 

5. Prompt payment of loans coming due, and the payment of their 
interest, 

6. Settled political conditions, 

7. Good crops, or favorable business activities. 

GENERAL SURVEY OF A MARKET 

Establishing the Export Department 

Before establishing an Export Department, there are two main prob- 
lems to be solved: 
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1. The method of distributing the merchandise. 

2. The method of financing the foreign sales. 

It would be logical to add, then, that the merchandise and the credit 
departments should sit side by side to consider the problems of selling 
and financing the foreign trade. This co-ordination becomes more 
eminent and essential the moment it is realized that every function of 
international trade is closely linked together. Like the traditional 
Siamese twins, one must go where the other goes. 

It is true that the contribution the credit department will make to- 
ward establishing an export department is primarily within the realm 
of finance; nevertheless, such a contribution must be made while con- 
sidering the various phases of exporting goods, among which are selling, 
shipping, and the selection of agents. 

It will be the purpose of this discussion to present in a general way 
the method to follow in establishing an export department for a concern 
selling textiles. 

First of all it is essential to bear in mind these five rules: 

1. Do not create an export department unless it becomes an integral 
part of the business. If it is to be considered as a stepchild, dismiss the 
idea of selling abroad, and allow someone else really interested in ex- 
port trade to distribute the product in foreign markets. 

2. Do not enter the export business with the idea of getting quick 
profits and gaining immediate recognition of your product. A miracle 
will not happen. Export business requires patience and continued effort. 

3. Develop one market at a time. 

4. Make a thorough study of the problem before you develop a policy 
and continue your interest in the business. If your curiosity and in- 
quiring mind slacken, the business will suffer. 

5. Exert great care in selecting the personnel, both here and abroad, 
and exercise much vigilance in executing to perfection the various func- 
tions of exporting. 

The Survey 

Above all, remember that all American products are not salable in 
foreign markets. There is no use trying to sell central heating units for 
homes in Puerto Rico. They get enough heat from the sun all year 
'round. They will be willing, however, to buy air-cooling systems or 
electric fans. 

The first thing, therefore, is to determine what markets will be willing 
to purchase your products, in this case, cotton cloth. Since it is prefer- 
able to develop one market at a time, the survey will comprise a coun- 
try easily accessible, for example, Cuba. 

The Size of the Market. The best reference book for ascertaining the 
size of a foreign market is the Foreign and Domestic Commerce Year Book, 
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published by the United States Department of Commerce. 
Cuba imported cotton goods as follows: 



It states that 



1937 1918 1939 

From United States 10,000,000 7,500,000 9,200,000 

Total imports from all countries, including 

the United States 13,600,000 10,000,000 1 1,000,000 

Obviously there is a ready demand for cotton cloth in that market. 

The Purchasing Power. The per capita imports in the year 1939 
amounted to a little over $25. The deduction is that although there 
will be a demand for manufactured cotton cloth, its price must be low 
to meet the available income in the hands of the people of Cuba. 

The Marketing Areas. The island of Cuba (see Illustration 34) 
has an area of 44,164 square miles and a population of about 
four and a half million inhabitants. Over 69 per cent of its imports 
come from the United States, and Cuba exports to this country 81 per 
cent of her sales abroad. In other words, it shows a favorable balance 
of trade. Cuba sells to this country mainly sugar, molasses, fruits, and 
vegetables; and buys from the United States primarily food, textiles, 
beverages, and machinery. 




1. Habana 

2. Santiago de Cuba 
5. Genfiiegos 



Illustration 34. MAP SHOWING MARKETING AREAS OF CUBA. 

Cuba may be roughly divided into three marketing areas: 
1. Habana, located in the north, and comprising such trade centers as 
Mantanzas, Cardenas, and Santa Clara. This area has a total popula- 
tion of about two millions. It produces sugar, fruits, tobacco, and coffee. 



SOURCES OF INFORMATION THE MARKET 153 

It manufactures some textiles, knit goods, shoes, and rayon. Without 
any doubt, this is the most important section of the country from a 
financial and commercial point of view. 

2. Santiago de Cuba, next in importance, and comprising the following 
trade centers: Manzanillo, Holguin, and Guantanamo. The region has 
a total population of over one million people. They produce sugar, 
fruits, vegetables, and coffee. Outside of the sugar factories, there are 
hardly any other industries to mention. 

3. Cienfuegos, which comprises the southern part of the island, and 
includes another important city: Camaguey. The combined popula- 
tion of this section is close to one million inhabitants. This district 
produces coffee, dairy products, and some timber, and, commercially, is 
the least important of the three areas. 

Competition. From the figures already quoted, it is obvious that 
European competition is not strong. In 1939, for example, Cuba im- 
ported $11,000,000 worth of cotton goods; of this amount, over $9,000,000 
was bought in the United States. The exporter will surely encounter 
competition from other American houses and, to some extent, from local 
manufacturers. 

The low-priced cloth will bring to the exporter large sales, but the more 
expensive goods will have only a limited distribution. Bear in mind, 
when figuring the price of goods in Habana, that to the price of the 
cloth as bought in New York must be added about 15 cents per yard 
to meet the cost of transportation, insurance, and incidental expenses. 
If, for example, shirt broadcloth is quoted in New York at 43 cents a 
yard, it will cost, delivered at the importer's establishment in Habana, 
about 58 to 60 cents a yard. 

The Attitude of the Market Toward American Exporters. For 
many years this country has had a friendly and sound commercial rela- 
tionship with Cuba. The foreign trade figures quoted indicate an active 
and no doubt profitable business for both Cuba and the United States. 
From banks and the trade the exporter will find that Cuban merchants 
regard very highly the American methods of doing business and their 
products. It is equally true that American businessmen visiting Cuba 
have not experienced animosity against them. There exists a mutual 
respect and admiration. 

Exchange Conditions. Unlike so many countries, Cuba has no ex- 
change control. The importers may buy freely whatever dollars they 
need to meet their commercial obligations. The dollar is readily accepted 
as a medium of exchange. The Commerce Year Book reports Cuba's 
foreign trade as follows: 

1937 1938 1939 

Exported $109,000,000 $84,000,000 $87,000,000 

Imported 76,000,000 62,000,000 (>2,000,009 
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which shows that Cuba has had more than enough exports to pay for 
its imports. 

Political Conditions. For some years Cuba has been free of political 
disturbances. The government is well entrenched. The financial con- 
dition of the island is strong, and from all indications the prospects for 
the future are reasonably good. It is fair, therefore, to assume that the 
political condition of the country will remain sound. 

Financial Facilities for the Exporter-to-Be. The exporter has ar- 
ranged to obtain from the bank a loan for $25,000. The bank has also 
agreed to discount the exporter's foreign bills up to $50,000, which he 
calculates should be sufficient to finance his sales abroad. Both accom- 
modations will be granted at an interest rate of 3 per cent. 

The Credit Standing of the Importers. American houses doing ex- 
port business in Cuba have reported excellent results. The losses 
suffered in Cuba have been much less than those in our domestic trade. 
This coincides with the study made by Mr. Eugene Van Cleef of Ohio 
State University, Bureau of Business Research, which indicates that the 
"losses are less in foreign trade than in domestic trade." 

Conclusion. From the facts and comments set forth in this survey, 
there can be little doubt that, as far as the credit department is concerned, 
it would be satisfactory to extend credit facilities to deserving Cuban 
buyers on terms no longer than 60 days date of invoice. 



CHAPTER X 

SOURCES OF INFORMATION THE 
IMPORTER 



When to Start the Investigation 

By considering the time required to receive replies to inquires from 
abroad, it will follow that the investigation should be started as soon as 
the importer requests quotations or asks for samples. Any direct in- 
quiry of this nature must be followed immediately by a general investiga- 
tion. 

The first step then should be to make tentative inquiries through the 
trade and the banks in order to determine in a general way the financial 
responsibility of the firm. It would be practical, when the merchandise 
department receives an inquiry from a foreign merchant, to refer the 
name to the credit executive. Furthermore, the reply to the inquiry 
from abroad should be made after the investigation has been com- 
pleted by the credit department. The answer should be sent through the 
agent. This is done with the object of keeping the representative in- 
formed on all matters pertaining to his territory, and for reasons that can 
be explained briefly by saying that as a matter of policy all sales should 
be consummated through the agent. 

The objective of this policy is to make the agent feel that he enjoys the 
confidence of the head office, and that he is an integral part of the or- 
ganization, fully responsible for his own territory. He will understand 
also that he represents the interests of the exporter and his actions and 
decisions are thoroughly acceptable to the head office. 

Furthermore, by following this practice of referring new accounts to 
the foreign representative, the foreign credit man avoids the hazard of 
creating the impression that the agent has been ignored. It also elimi- 
nates the possibility that the foreign buyer, who has been disregarded 
by the agent for credit reasons, will go over his head in the hope of 
establishing credit relations without the knowledge or authority of the 
agent. 

If the prospective buyer is not known to the local banks or through 
the trade, it is quite in order for the foreign credit man to wait for the 
foreign representative's comments on the credit of a new or prospective 
account, 

IW 
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Information Required 

Once a foreign credit man has made his survey, has found the nation's 
financial position acceptable as a credit risk, and has favorably appraised 
the political situation of the country as well as the stability of the 
currency, he is ready to evaluate the merchant's power to command credit. 

In order to accomplish this evaluation he must assemble all data system- 
atically, setting forth in detail the conditions of the prospective buyer. 
In other words, he must investigate, through all the sources at his 
disposal, the three basic elements forming the basis of credit, or the 
three C's, which can be outlined as follows: 

I. Character 

(a) Personal record as a merchant, 

(b) Personal qualities as an individual, 

1. His habits, 

2. His political affiliations, if any, 

3. His social position in the community, 

4. His nationality. 
II. Capacity 

(a) His knowledge of the business, 

(b) Experience, 

(c) Past performances were they successful? 

(d) Education, 

(e) Age, ^ 

(f) Relative position in the community as a merchant. 
III. Capital 

(a) As represented by his financial statement, 

(b) As reported by others. 

Causes of errors. Errors in judgment are frequently due to faulty 
investigations. To succeed in rendering a fair judgment, it is essential 
to scrutinize over and over every clue until the most negligible detail 
has been weighed. 

Very often the foreign credit man is not fortunate enough to examine 
the buyer's financial statement: hence, the necessity for searching every bit 
of detailed information that will reveal the character of the man, his 
capacity, and, above all, his honesty. 

Verifying the information. Any contradiction in the report will in- 
variably result in indecision. Consequently, the foreign credit man must 
immediately verify the data assembled, first by asking the bank to con- 
firm the facts. He must be sure that the query contains all the details 
as reported and specifically asks the questions that press for answer. 
Second, he should approach the agent and place before him the facts 
collected and the sources of information, stress the contradictory nature 
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of the reports, then request verification. Third, a similar request should 
be addressed to the credit agencies. 

Dun & Bradstreet's Foreign Credit Services 

The best known mercantile credit agency in this country is Dun & 
Bradstreet, Inc. Its main office is located in New York City, and it has 
branches, correspondents, and agents all over the world. 
To the exporter this agency offers the following services: 

1. Credit reports on foreign commercial houses. 

2. The Latin America Sales Index. 

3. Trade Index of United States Manufacturers for Latin America. 

4. Foreign Collection Service. 

5. Dun's Review. 

6. Studies and analyses of foreign trade, as well as advice to exporters 
on their sales and credit problems. 

7. Miscellaneous services, such as cabling for information, and making 
translations. 

"The Latin America Sales Index/' Although the Latin America 
Sales Index is primarily intended as an export sales index, it can be of 
service to the foreign credit executive. The book may be used in making 
a market survey, or for investigating the sales possibilities in any of the 
South American markets. If, for example, the foreign credit man wishes 
to know the number of retail drug stores in a given territory, he looks 
up the name of the country he is considering for his analysis (the book 
has the countries arranged alphabetically), and, under the column "line 
of business," he selects the names of the drug stores in each city, the 
addresses, and their respective capital ratings. He can then discard 
those houses which, because of their capital rating, do not come within 
the category of being desirable prospective accounts. 

If the exporter wants to know whether his foreign agent is selling 
as much as he should in a territory, he may make a market analysis with 
the aid of the Latin America Sales Index. This is accomplished by 
preparing a list of desirable accounts given in the book, and then com- 
paring the names selected with the list appearing in the foreign ledger. 
The export manager will, of course, refer to the agent as possible buyers 
the names appearing in the Latin America Sales Index and missing from 
his foreign ledger. To be sure, the foreign credit man may augment this 
analysis by comparing the ratings of accounts from whom he is not re- 
ceiving business with the accounts to which the agent sells. If, for ex- 
ample, his own accounts are not among the very best in the country, 
he may bring this fact to the attention of the agent and convince him 
to direct his efforts to sell to the more desirable importers. 
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Illustration 35. A PAGE FROM "LATIN AMERICA SALES INDEX" 

(Dun & Bradstrcet). 

Illustration 35 shows a page of the Latin America Sales Index, and 
Illustration 36 gives an explanation of the various symbols used through- 
out the book to determine the capital rating, the economic classification, 
and the trade group. 



DUN & BRADSTREET, INC. 

LATIN AMERICA SALES INDEX 



KEY TO CAPITAL GROUPS 

(U. 5. DOLLARS) 

A Over $600,000 

B $300,000 to $600,000 

C $100,000 to $300,000 

D $ 40,000 to $100,000 

E $ 15,000 to $ 40,000 

F $ 5,000 to $ 15,000 

G Less than $5,000 



KEY TO TRADE GROUPS 
M Manufacturer 
W Wholesaler 

R Retailer 

A Agent 

S Service Organization 



NOTE: 



No figures available, estimates incomplete or other circum- 
stances make it difficult to assign a definite symbol at this 
time. 

This is used to indicate that additional assets are owned by 
proprietors or partners, outside the business. When standing 
alone the symbol generally signifies that the enterprise is 
owned or controlled by another company. In certain in- 
stances government purchasing departments have been 
classified with an "x." 

In the case of Sugar Mills, Public Utilities, or other enter- 
prises requiring heavy investments in fixed assets, which 
are generally financed by bond issues, the size and scope 
of their operations are usually much greater than their in- 
vested capital would indicate. 

The key to capital groups is given -in terms of the local 
currency in each of the 29 markets contained in the Latin 
America Sales Index. These are on blue sheets which pre- 
cede each of the 29 sections in the book. 



KEY TO ECONOMIC CLASSIFICATION 

C Commercial Center 

I Industrial Center 

A Agricultural Center 

M Mining Center 



Illustration 36. EXPLANATION OF SYMBOLS, "LATIN AMERICA SALES 
INDEX" (Dun & Bradstrcct). 

ISO 
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Those interested in availing themselves of the use of the Latin America 
Sales Index should apply to the Foreign Department of Dun & Bradstreet, 
Inc. 

"Trade Index of United States Manufacturers." This book repre- 
sents a new effort on the part of Dun & Bradstreet, Inc. to stimulate ex- 
port trade. It is primarily intended for foreign buyers who desire to 
develop trade connections with American houses. There are three 
separate editions: one English, another Spanish, and a third in Portuguese. 
This book is being distributed through the facilities of Dun 8c Bradstreet's 
foreign office and agents to 40,000 selected South American importers, 
and will reach 29 different markets. 

The Trade Index of United States Manufacturers contains 22 industrial 
classifications, and under each of these classifications are listed the name 
of the concern, street and code addresses, and the name of the city and 
state. 

The publishers charge a yearly subscription fee for entering the name 
of an American exporter in this index. 

Sales index rating and the agency report. In discussing the Latin 
America Sales Index, it was mentioned that the book may also be used as 
a rating guide. 

Ratings, as used in this book, refer to symbols expressing the capital, 
in United States dollars, of foreign commercial houses. For example, 
the letter "A" expresses that the firm has a capital of over $600,000, 
whereas the letter "G" indicates that the importer has a net worth of 
less than $5,000, and "O" means that the firm's capital is unknown. Illus- 
tration 36 shows the various symbols and their meanings used in detailing 
the capital of the firms listed. 

Let us take a practical case. If, for example, we refer to Illustration 
35, showing a page of the Latin America Sales Index, and select the 
name of Ferrer Hnos. in Rio Cuarto, we shall find a capital letter in 
front of it. This letter happens to be "E." We then look in the key, 
Illustration 36, to see what this letter signifies, and we find it means that 
the concern has a capital of between $15,000 and $40,000. 

It would be most advisable, however, to use these ratings with a certain 
amount of caution. They should be used only for obtaining a quick 
idea of the account's approximate capital or relative importance, and 
not for credit checking. The foreign credit man would do well, there- 
fore, to obtain, in addition to the rating, the agency's credit report. He 
should not consider the firm's capital as listed in the Latin America Sales 
Index as the sole criterion for granting credit. On the contrary, he 
should reserve his judgment until he has read and appraised all the in- 
formation he has gathered from every source at his disposal. 

The report. The credit report is compiled and edited by men Vhom 
Dun & Bradstreet, Inc., considers capable. The agency aims to reveal 
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the facts assembled in their true aspect. Its interest is to tell what its in- 
vestigators have marshaled without causing any harm. Since the agency 
is open to a libel suit in case incorrect facts are distributed, it naturally 
uses extreme care in checking its information and sources. Its practice 
of carefully editing the reports also avoids the possibility of favorably 
exaggerating the financial condition of any firm. 

As stated before, the reports are distributed to subscribers who have 
agreed beforehand to accept the service offered by this mercantile agency 
(Dun 8c Bradstreet, Inc.) in accordance with the conditions stipulated in 
its contract. The contract requires, among other things, that the informa- 
tion must be held in strict confidence, that the subscriber will not permit 
the use of this information by other concerns, and that the agency re- 
serves the right to terminate the subscription and forbid renewal. 

Whenever a subscriber wishes to obtain a foreign report, he fills out a 
form similar to the one shown in Illustration 38. 

The reports are uniform both in style and in the manner in which the 
information is presented. The facts are listed in accordance with their 
importance. The full name of the importer is given first, followed by the 
nature of his business; that is, whether he is a jobber, manufacturer, a 
commission merchant, or an agent. Then the report mentions the full 
street addiess of the main office and the addresses of the company's 
branches, if any. This is followed by the names of the partners or 
officers, and the members of the board of directors. 

The content of the report is divided into the following headings: 

1. History of the firm. This covers the year the business was estab- 
lished, and the background of the partners or officers. These details are 
presented chronologically and they aim to stress the antecedents of the 
members of the firm, as well as the record of the firm from its inception 
to the time the report was issued. 

2. Method of operation. This section of the report reveals the nature 
of the business. It explains the kind of business the firm does, or the type 
of service offered by the importer. There is also a description of: its 
operation; the goods the firm handles, manufactures, or sells; its connec- 
tions with other businesses; the general physical appearance of the es- 
tablishment; the space and the type of buildings the firm occupies; 
whether it is in the commercial center of the city or not; the number of 
people employed; to whom the firm sells its products and where, locally 
or throughout the nation; fires reported, if any, and under what circum- 
stances the fires occurred. In short, this section tends to describe the 
nature of the business, its operation, the method of distribution, and 
other details bearing on the organization. 

3. Financial information. If the importer has consented to distribute 
his balance sheet through Dun & Bradstreet, Inc., the information is 
presented in this section of the report. When the importer has mailed 
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the agency his statement of previous years, it first lists a resume of the 
past balance sheet, represented by the current assets, current liabilities, 
other assets, working capital, net worth, and net sales, thus permitting 
the foreign credit man to follow the financial trend of the business over 
a number of years. If, on the contrary, the importer has refused to give 
a detailed balance sheet and has merely stated his general financial con- 
dition as of a certain date, then this information is incorporated into the 
report as recited by the treasurer or manager of the house. 

When the agency cannot obtain the firm's balance sheet or an expres- 
sion from the principal in regard to the financial standing of the firm, 
the report then contains estimated figures. 

This section often contains information obtained from local banks. 

4. Trade investigation. This part of the report includes the informa- 
tion obtained by mail or by credit investigators who interview exporters 
here in the United States. It also contains the reports gathered abroad 
from the trade and the banks by the branch offices or their agents. This 
information is usually shown in tabulated form, and lists the highest 
amount of credit granted, the amount owing on the date of the investiga- 
tion (which is also indicated in the report), the terms of sale, and the 
manner in which the importer is paying his bills: anticipated, prompt, 
slow, or very slow. 

Illustration 39 represents the Ledger Experience Inquiry Form sent by 
Dun & Bradstreet, Inc., to exporters throughout the United States. 

5. Summary. This section of the report consists of a short, precise 
statement which emphasizes the high points of the information, and 
which can be interpreted as meaning whether the account should receive 
credit favors or not. 

Illustration 37 represents a complete report such as Dun 8c Bradstreet, 
Inc., would issue on a foreign concern. 

The credit reports are periodically revised; and the subscriber, under 
the "Continuous report service," is entitled to receive any additional 
information or revisions that the agency might issue on the names about 
which the subscriber has made inquiries. These additional reports are 
automatically sent for a period of a year, at the end of which the sub- 
scriber receives a notice announcing that, if he is still interested in re- 
ceiving information on the mentioned name, the notice should be 
returned to the agency. 

Analysis of the Dun & Bradstreet foreign report. To the foreign 
credit man the mercantile agency report on foreign names not only 
reveals details that he must appraise, but also serves as a starting point 
for mental speculations bearing on the firm's business and the risk 
involved. 

Let us take the report shown in Illustration 37. The first thing we 
notice is the type of business the firm represents: in this case, wholesalers 
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of heavy hardware, manufacturers of bolts, pipes, and farming equipment. 

Why should we be so interested in determining the firm's business 
while considering its credit? Because there exists a close relationship 
between the firm's credit and the type of business it represents. For ex- 
ample, a converter of cotton goods diffeis widely from a manufacturer of 
dresses, and a wholesaler of general merchandise also differs from a whole- 
saler of hardware. Consequently, when the foreign credit man considers 
the credit of a wholesaler of hardware, he knows that the firm will have a 
heavy inventory, and as a rule the inventory will not be as diversified as 
the inventory of a general store. 

In other words, each particular trade has its own method of doing 
business, and it must adhere to certain procedures and policies dictated 
by the nature of the business itself. 

Going back to the analysis of the report, we shall not be alarmed to 
find that the firm in question carried an inventory of over 5,000,000 pesos, 
which is equal to almost half its capital. 

We know also that since it manufactures bolts, pipes, and so forth, it 
would naturally need expensive machinery and a manufacturing plant. 
Therefore, the amounts shown in the balance sheet for machinery, equip- 
ment, and real estate are not excessive. 

The report further states that the changes that have taken place within 
the firm did not affect the management, which is vei y highly regarded and 
considered reliable. Upon glancing rapidly over the financial details 
given in the report reflecting the firm's condition in previous years, it is 
obvious that the company is well managed, and that the principals must 
be very competent people. The statement reprinted in the report sub- 
stantiates that opinion, too. The profits reported further increase our 
conviction that the house is under efficient management. 

Investigations carried on in the United States bring out the fact that 
this concern is receiving fairly substantial credit on different terms and 
that the firm is handling its payments in a very satisfactory manner. 

Summarizing our comments, we say that the firm has been established 
for many years, that the principals enjoy an excellent reputation and 
are able businessmen. The history of the house is satisfactory. Further- 
more, the firm has accumulated sizable profits in the past years. Its 
financial condition is liquid. Moreover, the firm is receiving the credit 
it needs, and is meeting its obligations in accordance with the terms 
of sale. 

On the basis of this report, the foreign credit man should not hesitate 
to go along with the account for its normal requirements. 

Publications. To the domestic subscribers of the mercantile agency 
of Dun & Bradstrcet, Inc., is mailed a copy of its monthly magazine. The 
policy of this review is to present to American businessmen articles deal- 
ing with problems of credit, finance, industry, and special features of spe- 
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Illustration 38. REQUEST FOR REPORT (Dun & Bradstrcct). 

cial interest to the readers. From time to time this magazine contains 
articles that are of great value to foreign credit men. For example, in 
the issue of July 1942, Dun's Review presented a well-documented article 
by Mr. Alexander O. Stanley of its staff, entitled: "Latin America as a 
Credit Risk." 

It has been stated often enough by export traders that credit losses in 
foreign business are less than the credit losses in domestic trade. This 
article, although it says the same thing, goes much further: it proves with 
facts that the above assertion is correct. Mr, Stanley took the trouble 
to inquire of exporters all over the United States about their sales and 
losses throughout Latin America. His investigations brought out that 
514 American concerns sold to 37,807 importers throughout South 
America a total of $750,328,721 worth of goods of all kinds, and {fat t 
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exporters had credit losses of $2,837,260. He goes still further in his 
analysis and shows the sales and credit losses by trade. For example, here 
are the high lights: 

Trade Sales Credit Losses 

Food $1 17,604,000 $39,000 

Textiles 91,218,000 44,000 

Drugs, Chemicals, and Paints 126,517,000 10,000 

Machinery and Electrical Equipment Ill ,126,000 68,000 

Iron and Steel 47,148,000 12,500 

Then he proceeds to study the record of 
each country as indicated by the credit 
losses the exporters had against their sales 
to that particular market. 

In addition to this publication, Dun 8c 
Bradstreet, Inc. issues International Trade 
Inquiries, which is a well-prepared list of 
inquiries received by the agency from im- 
porters located all over the world wishing 
to buy American products, or from foreign 
agents wanting to distribute American 
goods in their own countries. 

Miscellaneous services. Under this 
heading may be included: 

Air Mail service, offered to subscribers 
who wish to obtain current information on 
some importer without delay. 

Cable service, permitting the exporter, as 
a member of Dun & Bradstreet's subscrip- 
tion list, to request the agency to cable 
abroad for credit information on any for- 
eign buyer. The expenses incurred, of 
course, are for the account of the inquirer. 

Translation service, offering to subscrib- 
ers facilities for translating letters, papers, 
and so forth, from the Spanish, Portuguese, 
French, and German, into English, and 
vice versa. The agency does, of course, charge for this service. 
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Illustration 39. LEDGER I-.X- 
PERIENCE INQUIRY (Dun & 
Bradstreet). 



American Foreign Credit Underwriters Corporation 
For a number of years, the American Foreign Credit Underwriters 
Corporation has been distributing to its members credit reports on foreign 
manufacturers, importers, sales agents, and other commercial institutions 
located abroad. 
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These credit reports are based on the information it obtains from its 
foreign correspondents, on financial statements and other data obtained 
directly from importers, on the trade's checking, and on reports gathered 
from banking houses located here and abroad. 

The report includes the background of the foreign concern, its ante- 
cedents, nationality, and financial and credit status. It also rates each 
firm on which the corporation has issued information, and gives a definite 
opinion as to the advisability of extending credit. 



American Foreign Credit Underwriters, New York (7) 



COLOMBIA 

BOGOTA 

Carrara. 25 Mo. 12-U 

Aptdo. lacioaal US? - Aareo 253 

Also ati Medellin, Call aad Barranquillm 



UNI OF ustNPSt Distributors, Afients, Importers - Industrial, Eiectrieel Machinery, Equipment, Supplies, etc. 

CTIMATE OF MIANSi P.7OO,000 (3) SATl Of IXQHlNQI 1 fMO f.525 OS 

cwjprr HATING B (Good) NATION ALTTY. Colombian 

PATT OF iNvtsnoATTQNi March 15, 19<6 FSOOTCTai Favorable 

PRINCIPALS Juan Garcia, 56 years of ee, married, and Rafael Munit y /areaillo, 50 yaars of * married. 

OOMMEKCI/L RECORD - AMTtCEDDiTSi Limited liebllity company, oranited February 1938, succeeding partnership 
conducted as Cards y Muris sine* 1926. The principals ere of good repuUUon mud business ability. Both trt 
graduate engineers snd were employed by locsl industrial and ptablic utility enterprise* before entering busi- 
ness for theecelves. They have workeo hard, end have made steady progress since sterling with aa initial 
capital of P. 75,000 in 1926. 

FINANCIAL STATUS* Financial statement December 31, 194S 

ASSfTS Posos iiifeILUlS Peso* 

Inventory & goods In transit P. 58, 695. 42 Accounts pejrabl* P.34,?65.18 

Accounts receivable 51, 9U & Notes payable 13,546.20 

Cash in bank 10,<S3.1 Customers deposits against purchases 72,156.00 

Deposits against orders 72,603.60 

Cottaissicns earned 37^259.^0 

TOTAL QUICK ASSETS P. 231,253. 60 TOTAL CORR1HT LIABILITIES P.120,267.3a 

fix*c ASSETS 

Furo., fix. & tools (less dw- Capital 150,000.00 

precision P.2,?50.UJ) 6.879.2X Undivided profit 63,54*.?6 

Real estate (business) 95.677.90 r _ 

TOTAL ASSETS P. 333,815-74 TOTAL LIABILITIES P.333.M5.7* 

Current Assets P. 231, 258. 60 Wet Forking Capital P.110,991.22 

Current Liabilities P. 120, 267. 38 Current Ratio 1-92 

Fire insursnce on merchandise P.60,000. On buildings and pltnt P.75,000. 

Above figures, accepted as correct according to the company's books, indicate a sound financial condition. Net 
worth if estimated around P. 200, 000. All figures are in Colombian pesos. 

SALES ACENCI FACILITIKi The company acts ss exclusive sales representatives for several lending 0. 3. manu- 
facturers of industrial equipment and supplies, usually importing direct and reselling to local industries, 

though in som industrlsl supply lines it operates on a comtlssion basis. For the Eiectrieel Nfg. 

Co. of , it has for years been exclusive distributor for all Colombia, except the Depts. of Atlantico, 

Bolivar and Magdalene. Other U. S. principals include of Peoria, 111. (Diesels), Mfg. 

Fan Co. of mteburgh. Pa. (Fans and Dryers), Co. of'cincinnetl| 0. (fc*chine Tools), I 

Tool Co. of Clcvsltnd, 0. (Power Tools), etc. For cost of thesa it covers all of Colomtii, through branch 
offices snd travelers. Specialises in sales to public utilities, r 11 roads, sugsr mills, petroleua companies 
and other induatrlsl enterprises. Has s well equipped and staffed engineering rod service department snd In- 
stalls machinery and equipment which it sells. U. S. principals report favorable experience with subjects a* 
distributors. 

PAT RKCOPth In the local market the company is not knora as a seeker of commercial credit) however, oblK*- 
tlons are met promptly. Two local banks report all dee ling a satisfactory. 

Severe! U. S. Suppliers report granting credits in individual amovnta from 1300 to > 10, 000 on terms of sight 
dr*ft d/p to 60 days d/a with payments usually prompt, though sometimes with JO to 60 day a delay, due mainly 
to formslitles in connection with allotment of exchange. 

UMCLUSIC1K THIS COMPAAX IS UOIMC WELL UHCER PTtOGf&SSIVK, COMHEraT MAMAGEhENT. REUOeteEfcGEb Aft A GOOD CREDIT* 

MS* FOR AMOUNTS JP TO f5/10,000 OM DRAFT TERMS. COMSILUiK A DESIRABLE SALES RB-RESEKTATIVE 

MIC ENGINCEAIMG PROlAJCTS. 
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Illustration 40. AMERICAN FOREIGN CREDIT UNDERWRITERS REPORT. 
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Illustration 40 shows the type of report issued by the American Foreign 
Credit Underwriters Corporation. 

In addition to supplying its members with reports on foreign con- 
cerns, the American Foreign Credit Underwriters Corporation also 
offers the following services: 

1. Automatic confidential notices of changes in the ratings of foreign 
houses. 
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Carsl, Cristobal (also Los Pazos) 


Dry Odg., Shoeg & Htirdware. 

Dry Gd3 




Dry C-dn , Notions, Silks 4 Groceries. 


C-4 
A-l 
XX 
B-i 
B^J 
XX 
C-* 
B-l 

X-4 
X-4 
XX 

C-4 

X-5 
B-4 
B-3 
C-4 
B-4 
&-4 
B-3 

X-9 

C-4 
B-4 
XX 

fr-4 

B-l 
C-4 

0-4 
0-4 

B-3 
C-4 

C-4 
B-4 

X-4 

X-5 
C-& 
C-& 
C-4 
C-4 
B-3 
C-4 
C-4 
X-4 
C-4 
C-S 
C-4 
B-4 
C-4 
C-* 
B-4 

C-S 
C-4 

C- r 3 
C-4 

X-4 
C-4 
C-3 
IK3 
X-3 


Fernandez, Angel ("La lela de Cuba") (Apo. 42) (Cespedes 18) . . 
Mla, Jaclnto (Cespedee 3) 


Dry Ods , riothlii/, sx>eg, Hats, etc. 


Ramon, Andrea M. ("Fannacla 3on Rafael") (CoapeCea 1) 

San Luis Industrial, (3.A.) ("Imperial") (Apo. 26) (Norna y 
Mlro) ; 


Sugar Mil) 

Mfr. Mlnonl Witer 


Santos, Dr. Juan B (Marti Ifi) 




SAM LUIS (Mmr del Rio) - Pop. 7,400 
(Seaport- Habana) 

Collado, Vda. de (Calle J Romero) 








Oenl. Md^e. 


Vlllar y Hnoa., (3. en C.) (J. Romero 14) 

SAN NICOLAS (Ht>*n) - Pop. 4,000 
(Seaport-Habana) 


06111 bt re 


Hn-dvare 


Martinez, Vluda Manuel (Central Gomez Mena) . 
Nueva Cla. Azucjrera Oooez Mena, (3. A ) ("Central Gomez Mena") 
(Rr. or Habana) 


Oonl. MO ^8 
S'jpur rill 


SAN RAMON (Or!ntt) - Pop. 1,BOO 
(Seapor t-Manztinl 1 lo) 


Dank mg To*n-By*ao 


SAN RAMON 06 OUANINAO (Orientt) - Pop. 1.525 
(3earort-3aritlago de Cuba) 






SANCTI-SPIRITUS (Lai VMUl) - Pop. 14,170 
(Seaport-Calbarlen) 




Alvarez, AnBolmo ("La Prlncesa") (Plaza S. Sanchez 3). . . 
Alvarez, Jose ("La Caopana") (Cespedea 21) 

Anpeaga, Oregorlo (Ceapedes 60) 
Batista, Mljcuel . . . . 


Leather COS., btices, ftc . . . 
Dry Cds., tordwjre, Notions, Snoea, 
Saddlery 
Hardwire ... 
Provisions, Groceries, etc 


Brltuela (S en C.). A. ("U Celba") (Placldo 12) 
Cabiljero, Luis ("El SUlo") (CoepeOes 72) 


Hits, Lfatner Cdb., Shoes, Trunks . . 


Cabarga y Martinez (Indpndenc Ja 76) . ... 
Caoba Carballelra, Je-nia ("Fl Jardln Cubano") (Independor.cla 45) 
Cane to, Joa<7uln M ( Jndcpcndenda 5) . . .... 


Drupstoro ... ......... 

Furniture, Houbewares, etc 
Drurstore 


Chong, Roberto ("El Pekln") ("^arIro") (Indepundoncla 30). . . . 

Cordera Cavoda, Eugenlo ("La Hdbana") (Cespsdeo y Sobrsl). . . . 
Cuan, Joaquln. ... . . 


Notions, Oitlci) Od'. . otc 
Dry Gd. , Notions, Mlks, etc . . . . 
Provision?, Groceries, eTC 


Cueta y Hno., (3 en C.) ("La Imperial") (Independencla 40). . . 
Dnl2 Sanchez, Juan (Apo. 13S) 

Dlstrlbuldora Modlca, (S.A.) 


Shoes, Liuvife, i tc . . . . 
Carpentry Snop, Undertakers' Supp. 


Uhol . Chemlc.il "5, Phana. Prod., Drugr, 


Farnandsi Couso, Baltazar ("d liundo") (Independencla 94). . . . 
Fernandez, J. Benigno (Independencla ^7) . 
Fernandez Peroz, FrancJsco ("La Navtera") (Maximo Oomoz 14.S) . . 
Fernandez y CU., J.P. (Cogpedee 128) . . . . . 
Onrcla Arla, Franclico ("U Marqueslta") (Cenpedea Q<>). . . 


Dru^'itore 
W.4 H. Groceries, UjKcrv 
Grocprle*;, Tobjcco, 3upaj , etc. . . . 
Notion^, Dry 0<)? , ClotninK, etc . 


c a a z P 





Illustration 41. A PAGE FROM AMERICAN FOREIGN CREDIT UNDERWRIT- 
ERS "MARKET GUIDE FOR LATIN AMERICA." 
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2. Moral Suasion Service, which is an aid in collecting delinquent 
foreign accounts. 

3. Exporters' Digest, a magazine that contains information about 
business conditions in all world markets, exchange regulations, and other 
material pertaining to export business. 

4. The Market Guide for Latin America, which may be used as a 
credit guide. This book lists, by countries, the name of the firm, its 
address, the type of business in which the firm is engaged, its capital and 
credit rating. See Illustration 41. 

The capital rating, which is designated by a number, permits the 
foreign ciedit man to evaluate the financial worth of the concern; the 
credit rating, which is represented by a letter of the alphabet, reveals the 
manner in which the foreign house pays its bills. 

Foreign Credit Interchange Bureau 

Not so long ago, the most common way for the exporter to obtain credit 
information on a new foreign account was to address several inquiiics to 
other exporters located throughout the United States, who, to the foreign 
credit man's knowledge, were selling to the same firm. This method did 
not prove very effective, since it was not only expensive, but proved to 
be inadequate and inefficient for the demands of modern business, which 
requires promptness in the discharge of its functions. To remedy this 
cumbersome and slow procedure of gathering foreign credit information, 
exporters decided in 1919 to establish as a part of the National Associa- 
tion of Credit Men, The Foreign Credit Interchange Bureau. 

The Bureau is a nonprofit organization which operates on the principle 
of serving its subscribers. It charges for its services a minimum fee, 
sufficient to cover its actual yearly expenses. 

At the time an expoiter becomes a member of this organization, he 
must send to the Bureau a complete list of his accounts, and twice a 
month he will report any new ones he has accepted. (See Illustration 42.) 
The exporter further agrees to reply promptly to inquiries he receives 
from the Bureau from time to time. Whatever information is supplied 
to its subscribers by the Bureau is submitted in strict confidence. 

The Bureau renders various types of services to the members, as 
follows: 

The foreign credit interchange report. This report (see Illustration 
43) contains the actual ledger and credit experience of American ex- 
porters who are doing business all over the world. At the present time 
the Bureau has in its files information on more than 200,000 foreign 
accounts, and the number is increased from month to month. Each 
report contains the following data: 

a. Highest recent credit received by the importer. 

b. How long the exporter has sold to the account. 
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Subtcntxn No_ 



FOREIGN CREDIT INTERCHANGE BUREAU 

NATIONAL ASSOCIATION OF CREDIT MEN 
ONE PARK AVENUE, NEW YORK. N. Y. 



To BUREAU MEMBER* 



BI-MONTHLY REPORTS 

tation* or agenoei, including Canada. U S PoMCtnont and Domett* Export Houtet. 



Pteise tut below all new foreign account!, repfeie 

added to your booki within the lait two monthi 

You need not make up ihu lut if. at many member* do. and at the Bureau wrongly lecommendi. you make it a practice to a*k for a report 

on every new account Your interest at indicated by tuch inquiries n automatically recorded in the Bureau filet 

All member* are again reminded of the necessity of keeping customer liitt up to due, and of the prompt uturn of ' * -ber'i reply" 

forms Cooperation on theie pomtt will assure a complete report to the member inquiring at well a* valuable free reciprocal .opie to ail 

membefl woo contribute their information before the clearance closing date 

KINDLY LIST NAMES ON TYPEWRTER OR IN LEGIBLE SCRIPT 



NAME 



STREET ADDRESS 



CITY 
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MURAL *UAJION LETTER SERVICE IS AVAILABLE TO BUREAl' MEMBERS ON PAST DUE AND DELINQUENT AGTOUNTS 



Illustration 42. FOREIGN CREDIT INTERCHANGE BUREAU Bi-MONTHLY 
REPORT ON NEW ACCOUNTS. 

c. Terms granted. 

d. Amount the importer is owing at the time of the investigation. 

e. Amount past due, and how long past due. 

. Manner of meeting his obligations in this market. 

g. The buyer's rating as judged by other foreign credit men. 

h. Credit limit assigned by other members of the Bureau. 

i. Whether credit has been declined to the account in the past. 

j. The actual date of the last transaction. 

k. Remarks that will assist the credit grantor in reaching a decision. 

1. General information. 

The foreign credit man, by glancing at this information, gets a factual 
history of the importer's business activities in this country. 

Moreover, upon further study of the data the foreign credit man can 
make some valuable deductions. For example, the most emphatic 
revelations are: the trend that the business has followed from year to 
year as reflected by the firm's paying record; the total sum the importer 
owes to his suppliers in this country, and not due; the total amount past 
due, if any; and the terms granted by other American houses. 

Further analyses will also reveal the relation that exists between the 
terms granted and the manner in which the buyer pays his bills. Often a 
house receiving open account terms will take additional days beyond 
maturity date to pay its indebtedness, whereas the same concern will pay 
promptly when sales are made on the basis of drafts. 

Members wishing to obtain a report on any foreign account must fill 
out a Subscriber's Inquiry Ticket, similar to that shown in Illustration 
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44, and mail it to the Bureau, which will not only obtain the ledger 
experience of the other members selling to the same account, but will 
also cover all references submitted by the inquirer. 

Often the Bzjueau writes directly to the importer inviting him to submit 
credit information relative to his own firm. The form used for this 
purpose is shown in Illustration 45. 
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Illustration 43. FOREIGN CREDIT INTERCHANGE BUREAU REPORT. 
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The Weekly Bulletin. This bulletin aims to inform all members 
of the Bureau about any changes that have taken place abroad, and 
especially those reflecting on the conditions in other countries. For 
example, twice a year this publication makes a complete commercial 
credit and collection survey of the conditions in Latin America. The 
markets are rated "Good," "Fairly Good," "Fair," and "Poor," in accord- 
ance with the paying records reported by the members. 

Every so often this bulletin gives a digest of the conditions prevailing 
in some particular foreign market. The comments are sound, un- 
prejudiced, and well documented. The issues covered are many. Each 
represents a special problem or policy affecting the credit and social 
conditions of the market, which naturally would also affect the adminis- 
tration of foreign credits. 

Round Table Conferences. These conferences are held every month. 
The members, as well as others interested in foreign trade, gather to 
discuss the various financial problems of the day. The discussion ranges 
from trade regulations, tariffs, quotas, to problems of credit and collection, 
exchange, and any other issues that confront exporters. 

The gatherings are attended by the top men of the trade, who openly 
and without reservations express their opinions on knotty problems 
facing American merchants and bankers doing business abroad. The 
range of the discussions can best be judged by looking at the table of 
contents of the minutes of one of the conferences. At one of the recent 
meetings, the Round Table discussed the new regulation enacted by 
Argentina, requiring that all foieign trade to that country be insured 
with Argentine nationalized underwriters. The second question dis- 
cussed was whether import permits automatically make dollars avail- 
able in Belgium to pay for the merchandise bought by that nation abroad. 

In other words, it is the purpose of these conferences to consider one 
country after another, especially those which have enacted new com- 
mercial regulations affecting the exporter. As one problem is disposed 
of, another is brought up, and the quest continues, leading freely to the 
discussion of any topic that may contribute toward a better understand- 
ing of the broad and complicated business of foreign trade. 

The second phase of the Round Table discussion deals with general 
questions. For example, one member may inquire what steps should be 
taken by a newcomer into export business in order to acquaint himself 
with the technique of marine insurance, shipping procedure, terms to be 
granted to buyers, and so forth. Another may ask about the new Re- 
vised American Foreign Tiade Definitions of 1941. A third may chal- 
lenge the right of the bank to refuse acceptance of documents because 
the beneficiary failed to present a Consular Invoice demanded by the 
Letter of Credit but not required by the country to which the shipment 
was intended. 
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FOREIGN CREDIT INTERCHANGE BUREAU 

NATIONAL ASSOCIATION OF CREDIT MEN 
ONE PAKX AVBNUB NEW YORK, N, Y. 



inq. NO- 



Name. 



Abo uses Trade Name. 
Street 



City.. 



.Country, 



Branches at - 
Successors to . 



MTACMKD AND II TO M NKTAINW I-OW YOU* P 



TAH OTT ON WtrORATtON 




SUBSCRIBER'S INQUIRY TICKET 
FOREIGN CREDIT INTERCHANGE BUREAU 

NATIONAL ASSOCIATION OF CREDFT MEN 
OMB PARK AVBNUB NEW YORK, N, Y. 



Date 



Ram for making ittquiry. (check] Old Acc't [ ] New Order [ ] Inquuy [ ] 



Name -..-- - 
Also uses Trade Na 
Street 



, City- 



.Country- 



Branches at 

Successors to . 



rf 11 DnR M. M 4M 4/fc 

it. DnftM. ,,.*n**t/+ 
ML Dr*A tt. 4ra dM 4/. 



Ml tar te MkMM* 



MANNY* OP PAYMENT 



WC ftATC TNC ACCOUNT 



GIVE YOUR MOST RECENT EXPERIENCE 



fifc, 



GIVE BELOW REFERENCES OR NAMES OF HOUSES WHICH YOU BELIEVE TO BB 
INTERESTED (with complete 



Subscribers No. 



Signature^ 



lUustration 44. FOREIGN CREDIT INTERCHANGE BUREAU SUBSCRIBER'S 

INQUIRY TICKET. 



FOREIGN CREDIT INTERCHANGE BUREAU 

NATIONAL ASSOCIATION OF CREDIT MEN 

ONE PARK AVENUE NEW YORK, N. Y., U. S. A. 

Informe para el Foreign Credit Interchange Bureau 
Information for the Foreign Credit Interchange Bureau 



Razon social 
Firm name 



Afto de hmdaoon 
Date of establishment 



Direction 
Addm* 



Ramo a que se ocdica 



Line of busmen 



Sucursales 
Branches 



Caw i afiliadai 
Affiliated firms 



Fir ma antecesora, o sucesore* de 
Predecessor firm, or successors of 



Fecha dc la sucesido 
Date of succession 



Sociedad aniSriima, colcctiva, o firma individual 
Corporation, partnership, or individual firm 



Ventas Anualcs 



Sooos sohdanos. o gercntes (naoonalidad y edad) 
Partners, or managers (nationality and age) 



tmportadora Arecta por su propia cuenta, I""""] 
Direct importer for own account. I I 



inle de firm 
,uc of fin 



Segviro sobre Us mercancia* 
Insurance on merchandise _ 



Valor de tat mercanciat 
Value of the merchandise 
Cuentas t cobrar 
Accounts receivable 

Biencs Races 
Real Properties 
Total del activo 
Total assets 



Capital emplcado en el negocio 
Capital emplo>ed in the business., 

Pativo Cornente 

Current hainlities - 

Capital Liquido 
Net Worth 
Total del pasivo 
Total liabilities 



Referenda* Bancariai (locales y cxtranjcras) 
Bank References (Local and foreign) 



C**M norttamrrieanat epic reprrcent*, o de eutlem com 
UnJted States firms represented, or from whom you are 



Dtspo<$ de enviarnot CMC euestlonarto, quedan Uds. autorizados para dar el nombre de nuestn orftn!zae!&n come 

Estados Unidos del Norte 

After sending us this questionnaire, you may use the name of our Bureau as a reference In the United States 



Se rwg* rndicar al dorso de esta hoja otras referencias, o observaclones generate* 
Please indicate on the reverse side of this sheet other references, or remark* 



Fecha de este inform* 
Date of this report 



Illustration 45. FOREIGN CREDIT INTERCHANGE BUREAU INQUIRY FORM 

--SENT DIRECTLY TO THE IMPORTER. 
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APPLICATION FOR MEMBERSHIP 
IN THE 

Foreign Credit Interchange Bureau 

NATIONAL ASSOCIATION OF CREDIT MEN 
One Park Avenue, New York 16, N. Y* 



Date. 



As members of the National Association of Credit Men, we apply for membership in the Foreign Credit Interchange 
Bureau nf the Nit oral Association uf Credit Men, and agree, if admitted, to abide by the terns and conditions sel forth on 
the reverse side 



Firm Name 

Address 

Bvuineu 

Representative 

Name of person to whom literature shall be tent _ 



NOTE No eommiaslon is paid to any employe* or member for securing thla application. The invitation to Join U extended from 
the standpoint of mutual interest, and th promotion and protection of foreign trade. 

fCIS ?M 1044 



TERMS AND CONDITIONS 
THE SUBSCRIBER AGREES: 

(a). To pay in advance the sum of One Hundred Twenty Five Dalian (12S 00) covering one year'a I 

(b) To treat all information furnlehed by the Bureau aa strictly confidential 

(c). To furnish a complete list of the names and addreaaea of foreign eonovrna, ladndinjr Canada and cfemssjtk export eon. 

,^ ? U ?* n !T*~ ta "*<** "* * * additional account, in any majUMr moat convSent. 

(d). To f urn!**, promptly a full and exact atatement of bnaiaeea exDerieatcoa ia acconUaee with deUlb Iswtealesl o Uke form 

of inquiry received from the Bureau, and to substantiate, if requested, experience* *o contributed. 

THE FOREIGN CREDIT INTERCHANGE BUREAU AGREES TO SUPPLY THE FOLLOWING SERVICES WITHIN 
THE MEMBERSHIP YEAR. 



S. Free reciprocal copy of alt foreign credit interchange report e to wkleh Ike member contributes enert 

3. Monthly Round Table Conference? on foreign ereaU^ col&ette. awl nAe^^^SLT^ wl*? a.3?bWaW j 
by attendance or maiL Minutes of these Conferences available at $1 00 peV copy w>awr mmj t 

4. Moral Suasion Letter Service on overdue account*. A service charge ot W.M ia made for each account hajidlnL 

5. Weekly Bulletin for the period of the membership /ear. 

*. Consultation Service available on all unusual foreign trade problem*. 

7. Exchange of General Information credit, collection and exchange anrveys, etc. 
THE BUREAU FURTHER AGREES 

<e>. To furaiab additional reporta on the bosia of one hundred or a multiple thereof at the rtle of Ninety Dollars (MOO) 
per hundred, such reports to be supplied within the i .ubecrlption period of thi. application S e reporta in exceoa of 
one hundred to be fumliihed at a charge of One Dollar and Twenty-Five Centa ($1 25) per repo. 

(b) To make no charge upon inqniriea on which information ia unobtainable. 



usual cnanneia 
(d). To hold a Btrietly confidential the subscriber's hat of foreign account*, transfer it promptly to 

uoHcribcr'a code number, and return original list by registered mail, retaining no dnpLcate. 
(e) Never to divulge the name of aubscnber who haa contributed information, without flnt securing 



card records under the 
. 

-_ ecuring bia permiuion. 

t , , . , a procured and transmitted by the Bureau as the member's agent, without 

liability for negligence in procuring, collecting, communicating or failing to communicate the information so procured. 



Illustration 46. APPLICATION BLANK FOR MEMBERSHIP IN FOREIGN 
CREDIT INTERCHANGE BUREAU. 

In every sense of the word these Round Table discussions not only are 
extremely effective and beneficial, but also serve as a clearing house 
permitting the members to gather information and knowledge that will 
make it possible for them to develop and establish new policies and pro- 
cedures adaptable to new trends in foreign trade. 

Exporters who are unable to attend these gatherings and wish to 
contribute to the discussion can easily do so by submitting for general 
discussion any question or topic bearing on export trade. Furthermore, 
the Bureau will mail to them, upon request and for a small charge, the 
complete minutes of each conference. 

Trade groups. Besides the Round Table conferences, the Bureau 
also sponsors monthly meetings of trade groups having common interests 
and common problems. These groups are found in the drug, chemical, 
and pharmaceutical trade; the food trade; the hardware trade; the 
textile trade; and others. 

Consultation service. It is the member's right to submit to the 
Bureau any unusual problem he may encounter in his foreign credit 
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administration, and the Bureau is ready to make every effort in securing 
a solution for him. 

Moral suasion service. This service is intended to assist members 
in the collection of delinquent accounts. The exporter submits to the 
Bureau a detailed statement of the matured bills and a history of the 
transactions, and the Bureau then writes directly to the foreign customer 
requesting that the bill or bills be settled. The only payment the ex- 
porter makes for this service is the cost of translation and incidental 
expenses. 

Membership. The fee for membership in the Bureau is $125 a year. 
This includes one hundred Foreign Credit Interchange Reports and 
an unlimited number of free reciprocal reports, as well as the other 
services outlined above. Illustration 46 is a copy of the application 
blank for membership in the Foreign Credit Interchange Bureau. 

Credit Agencies Abroad 

Throughout Europe and in most important centers of the world, 
commercial credit agencies have been established. Their purpose is 
similar to that of the credit agencies located in the United States. 

As in the case of reports issued by commercial agencies located in this 
country, they also provide the names of the principals, past history of 
the business, method of operation, financial information, and they fre- 
quently recommend a guiding line of credit. 

Department of Commerce Report 

The reports submitted by the Department of Commerce on individual 
firms are distiibuted on receipt of a written request and the payment of 
a fee. They are compiled by the American Consular Service, and 
although the Department does not assume any responsibility foi the data 
submitted, nevertheless the information is useful. 

The reports present financial details about the foreign merchant. 
Illustration 47 indicates that the information compiled touches upon 
the most salient points bearing on the firm's lesponsibility, and enough 
information is given to determine the importance of the concern in a 
general way. 

Perhaps the greatest value derived from these reports is the leads 
they give, which direct the foreign credit man to continue his investiga- 
tion through other channels of information. They contribute toward 
organizing a complete credit file. 

Another Source of Information 

The foreign credit man doing business in England will find very 
valuable and useful the Commercial List issued by Seyd & Company, Ltd., 
of London, England. 
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The book is similar to the rating book issued in this country by Dun 
& Biadstreet, Inc. Seyd's book is issued in several volumes. One, for 
example, covers London, another Manchester, and so on. 

The books list private firms and limited companies. Seyd also issues 
a separate list for banks and insurance companies. 

The books are arranged to give the following information: 

1. The name and address of the firm. 

2. The kind of business in which the house is engaged. 

3. When founded. 

4. The type of business: partnership or corporation. 

5. The general standing of the firm designated by a number: No. 1 
represents the highest rank; No. 3 is of lesser importance. 

6. Monetary standing, that is, the capital of the firm. 

7. Trade extent, also designated by a number ranking the same as 
above: No. 1 is very high; No. 3 is of lesser importance. 

8. Mercantile credit. This is also designated by numbers from 1 to 3, 
having the same meaning as explained above. 

For example, by looking up any name in the book, we get the full 
name of the firm, its business, its capital, and its credit rating, all of 
which give a fair idea of the importance of the firm. 

Bank Information and Services 

The absolute necessity of a world-wide banking system for the de- 
velopment of international trade has already been discussed. It is the 
link that unites the buyer and seller. To foreign trade, American 
bankers have brought facilities and guarantees that have made the 
growth of this business possible. Through their offices foreign trade is 
financed, drafts collected, and funds transferred. 

Perhaps one of the most important services banks render to their 
customers is that of submitting credit information on foreign houses. 
The reports are obtained from their offices abroad, or through their 
correspondents. Some of these banks have developed an absolutely 
first-rate service. Their reports are fairly complete, or complete enough 
to reveal the morality, capacity, and financial prominence of the im- 
porter. 

Inasmuch as all international banking houses collect and discount 
foreign bills, they are in a position to acquaint themselves with the pay- 
ing record of the foreign merchant, which as a rule is also included in 
the report. 

In the Appendix are listed the names of the foreign cities where 
American banks have offices. 

Bank Reports and Their Interpretation. In discussing the bank's 
policy toward the importer, it was mentioned how difficult it is to 
obtain direct information from foreign banks. It is their practice not 
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** DEPARTMENT OF COMMERCE 

UUAU or roftROM AND MMUTK CBUMWCI 
WASHINGTON 

August 1, 

william laelin & Company, iw RKPLY mcnm TO 22b -JAR 

357 Fourth Avenue, 

New lork, New York. 

Reference your letter: August 18, 1951* 
Attention: 

ThU report, compiled by the American Consular Service, Is furnished at your request in confidence and without 
guaranty or responsibility on tho part of thia Bureau or the Consular Service 

The report is designed to present a truo picture of the business organization of a prospective buyer of American 
goods and to Indicate reliable and available source* of credit information. 

Report on ........... .............. ............... ~..... __ ....... ____ .......... ___ ....._........__..._*.. . 

Address .................. .. ...... * lsim .^....^ e . no 3. Aires, ...Argentina, ............ 

Classes of goods and character .. .._. Importer, . whole sale.r. of 



ICode address 
Language of correspondence . Spanish. _ ......... ______ ..... _ J Code used ^ej 

Buys chiefly: Domestic .......... &... .................... Foreign ..J?raj3Kj^.ftjUjadU .United-States 

Imports on: Own account ___ 7&S. ..... Commission ......... .-rr. ____ Consignaent __________ . 

Organization __________________ IttUYJiInfl.l. ........ _. Established .-.iJ& 

Branch houses .. _____ ... ...............?*"" . ____ ...... _ ...... - ..... .................._ ..... _-,.^. 

Traveling representatives .-.- .................................... ~ 

Representatives in U. S ......... --. ....................................... 

Financial references --------- B&nco. ----- . 



Stated capital ISOj.QOO ... Annual sales^POtPQP Number of employees 

Argentine paper pesos Argentine paper peso 3 
Date of this report [u&^Z^.l.aAl.. Relative size of concern 

Managers or partners _...__.-_.._.._.._..-._....... .^....,.....~ _.--.- -_--- r r- --r.-.^rr 



Capital stock controlled by tha. above*. 

Agents for _._..-^.~_...~~-~^;~.. ....... ............. ._.,. . ..... ... .. r . 



Stock and plant protected by insurance 

General reputation xport*d- to- 

General remarks: 



Chief, Commercial Intelligence Division. 
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to divulge their dealings with their own clients. They feel that their 
commercial relationship is confidential and, consequently, not to be 
discussed with others. 

Of late years there has been quite a change in this respect; no doubt 
American business methods have influenced their thinking. To this 
influence might be added the direct efforts and pressure exerted by the 
foreign credit men in demanding credit information reflecting on the 
importer's relationship with his bank. 

Several ways available to the foreign credit man permitting him to 
obtain the needed bank report are: 

1. Inquire directly from the importer during the course of a personal 
interview whether he is receiving financial assistance from the bank, 
and whether that financial assistance is in the form of: 

(a) Loans extended to the company and guaranteed by the part- 
ners or stockholders. 

(b) Loans made directly to the company on its own responsibility. 

(c) Loans guaranteed by real estate (mortgages), by some outsider, 
or in any other form. 

(d) "Overdraft" facilities. If so, has the bank any guarantees in 
the form of liens on the merchandise; or have his accounts receivable 
been assigned to the bank? 

2. Request the foreign agent to get the information as outlined above. 

3. When visiting the market, call on the importer's bank and en- 
deavor to obtain as much information as you can. By all means try to 
confirm with the bank any report obtained diiectly from the importer, 
the foreign agent, or from any other source. 

The bank's report should present specific information covering the fol- 
lowing points: 

1. Length of time the bank has known the importer. 

2. The average balance he carries. This information is rarely di- 
vulged, if ever. 

3. The loans extended in the past, the amount owing at the moment 
of the inquiry, the way the importer has attended to his obligations, and 
the length of time the loan has been outstanding. 

4. The type of loan granted: guaranteed or nonguaranteed. 

5. The manner in which the customer has been meeting his foreign 
drafts, and the average amount of drafts received by the bank for col- 
lection on the house being investigated. 

6. General reputation of the importer. 

7. Nationality. 

8. Type of business. 

9. The opinion of the bank about the importer. 

The report that the foreign credit man gets reads somewhat as fol- 
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lows: (The name of the American bank, and the name of the importer 
have been omitted.) 

This is one of the largest department stores in the country. It was estab- 
lished many years ago. The business has grown considerably since then. 

The present owners are Spaniards of 40, 50, and 55 years of age, who have 
been in this country for many years. They enjoy a good reputation, are con- 
sidered capable, and have managed the business with care and efficiency. 

The latest statement available is dated August 31st of last year which shows 
current assets of $987,000 to pay total liabilities of $419,000, giving them a 
working capital of $568,000, and a net worth of $1,397,000. The total assets 
amounted to $2,077,000. The working capital was reduced for a period by 
$10,000. 

The reports received from abroad indicate that they were paying their bills 
with some delay, but there was no criticism offered in this respect. The busi- 
ness is suffering from the general unfavorable conditions prevailing in the 
country. 

They maintain an account with this office, and also with our branch abroad. 
They have been owing us a substantial sum of money for some time, but the 
debt is secured by real estate. We have no intention of forcing them to 
liquidate the outstanding loans. We are inclined to believe they will succeed 
in paying off their debt to us without causing any trouble. 

It does not take a great deal of effort to interpret the information just 
quoted. It is direct and factual. Not always, however, is the foreign 
credit man fortunate enough to obtain such detailed reports. He will 
find it quite advantageous to develop the skill of reading between the 
lines. 

Below is another report, in the form of a letter sent by a local bank, 
which speaks in general terms, yet manages to say enough to warn the 
credit grantor to continue his investigation. In fact, it even tells him 
that credit favors, if granted, should be granted in a conservative way. 
The report reads as follows: 

According to our information this stock company was organized in February 

1942 and is continuing a business formerly conducted by a firm 

which is understood to have met with financial difficulties. 

The subject is engaged in the manufacture of trousers, shirts and ensembles, 
and as of last year a paid in capital of $55,000 was indicated. We have been 
advised that the principal is Mr , a Spaniard who is managing di- 
rector of the enterprise. He is also understood to be a member of another 
firm in this city, and said to be an important house growing and shipping 

bananas and carrying on a general merchandise business. Mr is 

understood to have been developing the subject business in a satisfactory man- 
ner and local sources consulted in October informed us that he wa$ looked 
upon as a capable and hardworking business man. They advised us further 
that he was understood to possess means and they considered the subject re- 
sponsible for a reasonable amount of credit in view of his connection 
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the business, For amounts of any consequence, the suggestion has been of- 
fered that it would be well to request the signature of Mr 

If it is urgent for the foreign credit man to obtain a credit report on 
a firm unknown to the trade, the commercial agencies or the banks will 
cable for such information. 

The method to follow is to give the name and address of the im- 
porter, and request the bank to cable, inquiring whether this firm is 
considered good for a credit, say, of $5,000 on 60-day terms. If the in- 
quirer is interested only in knowing the standing of the firm, the bank 
will cable requesting general information bearing on the standing, the 
credit, and the reputation of the importer. 

Information from banks located abroad. Foreign banks as a rule do 
not submit credit information directly to commercial houses. In fact 
some of the European banks located in New York refuse to divulge any 
of their reports on foreign firms except through another bank or its 
representative. It would be preferable for the credit man not to address 
inquiries to a foreign bank; he should obtain the desired information 
from his own local bank. 

Trade Groups 

With the object of cementing friendship, creating contact and mutual 
understand among credit men handling similar lines of commodities, 
the National Association of Credit Men, through the Foreign Inter- 
change Bureau, has sponsored the formation of Trade Group Meetings. 

Their general aim is to discuss any questions pertaining to foreign 
business and to exchange, from time to time, credit information. The 
groups are a clearing house for ideas about international trade. 

The advantages derived from such reunions are many. First of all 
a feeling of good-fellowship is developed. They bring about the op- 
portunity to unify and standardize credit policies. All in all, Trade 
Groups present a unique medium for co-operation and protection. 

In addition to the groups sponsored by the Foreign Trade Interchange 
Bureau, the textile trade, under the name of The Downtown Textile 
Group, Inc., the American Manufacturers Export Association, and Com- 
merce and Industry Association of New York have also established simi- 
lar movements entirely independent of the National Association of 
Credit Men. These independent groups extend valuable service to 
those who belong to the associations. Their scope is to discuss current 
export problems and to exchange credit information. 

Since this country has become so export-minded, similar groups and 
associations have been established outside of New York City. In St. 
Louis there is the Foreign Trade Bureau of the St. Louis Chamber of 
Commerce; in Chicago there is The Export Manager Club, Inc. Dallas 
also has its own Foreign Trade Bureau; and Los Angeles exporters or- 
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ganized quite some time ago their World Trade Bureau, which is asso- 
ciated with the Los Angeles Chamber of Commerce. 

The aim of these associations is also to discuss current topics related 
to international trade and to exchange information about foreign 
accounts. 

Letters of Inquiry 

Letters requesting credit information should be as brief as possible. 
Verbosity and unnecessary explanations should be avoided. Particular 
attention should be paid, however, to ask for the special information 
desired. 

When writing for credit information, avoid form letters, for they tend 
to cover too many questions, and the result is that the reply follows a 
similar pattern. 

The Agent's Report 

The agent, acquainted as he should be with the policy of the credit 
department, and also knowing the conditions of the market and the 
position of the trader, is ideally situated to speak intimately relative to 
the financial standing of each importer. His information should be 
entirely confidential, dealing with data not obtainable from banks 01 
agencies. He should divulge facts that bring out the essential problems 
of the importer, and the ways for developing each foreign account to 
its utmost capacity. 

In his daily contacts with other agents, the banks, and the customers, 
he can penetrate into the most intimate affairs of the trade, and such 
details should be relayed to the credit department. 

The agent's report should contain information that neither the banks 
nor the agencies care to or are willing to give out; such as the social 
position of the merchant, details of his private life, the kind of cus- 
tomers to whom he sells, the condition and quality of his stock, the aver- 
age range of his prices, and the manner in which he meets competition. 
In other words, the agent should report facts that are intimate but 
self-revealing. 

The Personal Interview 

Through a personal interview, the foreign credit man has the unique 
opportunity of acquainting himself with the affairs of the merchant, 
and, what is far more important, he will be able to fathom, to a cer- 
tain extent, the human element. 

Before interviewing the man, learn all there is to be known about 
him. Make a mental note of any contradictions or fact that must be 
verified. 

Each individual requires a different method of approach. First size 
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the man up and judge him. As you meet him, be friendly, create a 
feeling of ease and good will. Allow him to speak, and avoid taking 
notes or arguing. Tactfully direct the conversation toward the ques- 
tions that interest you most, as follows: 

1. Ascertain what accommodations the merchant receives from the 
bank. Bring out whether the loans granted, if any, are guaranteed or 
not. His comments should be verified through the bank. 

2. Obtain an explanation for any delays reported. 

3. Inquire about the condition of the market and the currency. 

4. Find out the amount of goods he expects to buy, and the terms he 
is getting from other exporters. 

5. Strive to obtain as much financial information as possible. 
Above all, do not put the interview in the form of a third degree. 

Be tactful and fair. 



CHAPTER XI 

TRADE ROUTES AND FOREIGN CREDITS 

Ocean Trade 

International trade was defined at the beginning of this book as the 
exchange of goods and services carried on between nations. In fol- 
lowing this thought through, it is clear that there are three essential 
things which must exist to make the exchange of goods and services 
possible: 

1. Goods and services, or supply and demand. 

2. The means for financing the exchange of goods and services. 

3. The means for transportation. 

The first of these requirements is fulfilled either when the country's 
facilities for production are such that it looks to foreign inarkets for 
additional demands to absorb the excess of goods manufactured by the 
nation's industries, or when the country is able to produce some com- 
modity needed but not produced abroad. At any rate, this issue re- 
solves itself in the original thought that there must be a supply of 
goods somewhere and a demand for them somewhere else. 

The second requisite is that there must be the necessary facilities for 
financing the exchange of goods with other nations. If this issue is 
taken collectively, it means that the country must possess, besides goods 
and services, enough capital to permit it to finance its international 
dealings. If the problem is considered from the point of view of the 
business man, it means that the individual merchant must have enough 
capital or is capable of commanding enough capital and credit to 
finance the exchange of goods and services with some other foreign mer- 
chant. In addition to this qualification, the countries concerned must 
have a competent system of international banking facilities, which will 
aid the individual in carrying on his foreign trade. 

The third requisite listed is that of transportation. It is not very 
original to say, yet it is a fact that must be repeated here, that the ex- 
change of goods can be carried on by a country only if it has, or can 
command, the means for transporting these goods. 

Every nation engaged in international trade must have, in order to 
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exchange goods with other nations, a network of inland roads connect- 
ing the center of production with a coastal point of embarkation, as 
well as ocean service linking the country's coastal points with other 
receiving centers located in foreign lands. 

In other words, the delivery of goods from this country, for example, 
to a foreign country not accessible by inland waterways or roads must 
depend on ocean transpoitation. 

In the same manner that railroads have become an integral part of 
domestic business, ocean routes have become just as essential for in- 
ternational trade. In most instances it might be said that inland trans- 
poitation complements or is an aid to ocean transportation. 

To the traveler, whether he is a businessman or a tourist, the ocean 
is a huge mass of water covering 70 per cent of the surface of the earth. 
To the man offering ocean seivice, besides being a mass of water, it 
also facilitates the movement of goods by means of ships that follow 
well-defined ocean routes. 

Ocean routes. The purpose of ocean transportation, as has been 
stated, is to facilitate the interchange of commerce between nations. 
Like the trunk line of a railroad that connects one commercial center 
with others, ocean routes link one nation with other nations. The 
selection of these ocean routes is determined by several factors, on which 
the following questions could throw light: 

1. Is the port a commercial center; that is, is it near a commercial 
center capable of receiving and sending out goods? What is the popula- 
tion of the territory depending on the port for incoming and outgoing 
goods? What does it pioduce salable abroad? What does it consume 
fiom other markets? 

2. What portion of land is accessible to the ocean route? For exam- 
ple, the ocean route of the Panama Canal leads to South America, the 
west coast of Mexico, the United States and Canada, as well as the 
Pacific. 

3. What facilities are available for fuel and repairs? 

4. What, if any, are the hindrances to the ocean routes, such as ocean 
currents, winds, storm areas, icebergs, and so forth? 

5. What inland roads or waterways lead from the port to the interior 
of the country facilitating the distribution of goods or aiding the trans- 
portation of products from the interior to the port? 

The best known ocean routes are: 

1. The North Atlantic, serving Europe and the United States. 

2. The South American route, connecting the United States with the 
West Indies and the east coast of South America. This route also de- 
viates east and serves the west coast of Africa. 

3. The Panama Canal route, linking the United States with the land 
along the Gulf of Mexico, passing by Central America, through the 
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Canal to the west coast of South America and North America, to Asia 
and the South Pacific lands. 

4. The route from the west coast of the United States to South Amer- 
ica, up north toward Canada and Alaska, and toward Asia and the 
Pacific. 

5. The route from Europe through the Mediterranean, Suez Canal to 
the Middle and Far East. 

Ocean traffic. Ocean traffic is conducted by various types of carriers, 
generally known as passenger- freight liners, tramp steamers, and private 
liners. The latter were owned by powerful industrial companies re- 
quiring a large tonnage of shipping to transport their products from 
this country to other countries, and to bring in commodities required 
by the industry. For example, the United Fruit Company, which has 
developed large tiacts of land for the growing of bananas, requires ex- 
tensive shipping facilities to supply the various markets of the world 
with its product. To the United Fruit Company it is more economical 
and efficient to own its steamship line than to charter tramp steamers or 
engage steamship companies to transport its fruit. Similarly The Stand- 
ard Oil Company has its own tankers to carry its oil all over the world. 

The tramp steamer is like the neighborhood handy man, who goes 
from one place to another doing free-lance work. The tramp is the 
free-lance freight carrier of the seven seas. It goes where there is cargo 
to be hauled. From Baltimore it may go to Maine to take on a cargo 
of potatoes, which are carried to Puerto Rico; there it may be loaded 
with sugar to be brought to New York. It may move out in the open 
ocean from country to country, or along the Hudson, the Mississippi, or 
the Great Lakes. 

It usually carries bulky products: lumber from Honduras, grain from 
the United States, and coal from England. These tramp steamers are 
chartered either for a particular voyage or for a definite period of time. 

The regular liners, also called express liners, or just liners, are large, 
speedy, and sometimes luxurious vessels that serve travelers primarily, 
but also carry mail and freight. They do not take any bulky materials, 
since the space available for freight is limited. These vessels have a 
regular weekly or monthly schedule and travel to certain definite destina- 
tions. They are speedy, efficient, dependable as to time schedules, and 
are well managed. These liners mainly serve two nations, or three, at 
the most. The French Line, although it touches in England, serves 
primarily to meet the demand of passengers, mail, and freight between 
the United States and France. 

There are a number of rivers like the Danube in Europe, the Yellow 
River in Asia, the Rio de la Plata in Argentina, and the Mississippi in 
the United States, which also serve to facilitate international trade, espe- 
cially the Danube River, which flows through several countries. 
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In summary, two main routes cairy the bulk of international trade: 
(1) the land route, which uses railroad and trucking facilities; (2) the 
sea route. This nation, like other nations, depends on both for its 
international trade. Overseas trade relies on ocean carriers to transport 
the goods that each nation sells or buys abroad. Ocean carriers follow 
predetermined routes, while distributing goods all over the world. 

These routes, called ocean routes, are determined by three main fac- 
tors: (1) each route must be economically sound; (2) each route must 
take into consideration nature's forces, such as storms, currents, and 
climate in general, which affect the direction the route must take; and 
(3), there must be facilities to satisfy the ships' needs for fuel and repairs. 

As stated, overseas traffic is carried on by vessels divided into three 
groups: tramps, regular liners, and private liners. Each of these types 
of vessels satisfies a special need of international commerce. The tramp, 
for instance, suits the needs of seasonal distribution of commodities, 
bulky cargoes, and irregular sailings; the express liner answers the needs 
of regular speedy service; and the last, the individual liner, fits into the 
pattern set by private enterprises doing a huge volume of international 
business, most of which requires special handling. 

To the foreign credit man, transportation has a very important signifi- 
cance, and that is time. Terms in export business, as has already been 
noted, are affected by the time it takes the goods to be delivered to the 
buyer, plus the time it takes the payment to reach its destination. For 
example, if the exporter sells coal to Italy on sight draft, and the cargo 
goes on a tramp ship, it will take more time foi the shipment to reach 
Italy than a shipment of wool or yarn which is sent by a fast liner. 
Consequently the foreign credit man will have to wait longer for the 
payment for the coal than for the payment for the wool. 

The time element naturally affects the hazard of the transaction and 
must be considered when financing the sale through a bank. The second 
consideration that the foreign cicdit man must bear in mind is the 
cost of transportation. This leads into inquiring which are the cheap- 
est, most speedy, and efficient routes from the point of loading to the 
port of entry. The credit executive must depend on the sagacity of 
the traffic manager in selecting the most economical route. 

Air Trade 

There is no question that up to now the bulk of international com- 
merce has been carried by ocean carriers and inland roads. The latter 
is used to transport goods from this country to Canada and Mexico. 
In Europe this mode of transporting goods from one country to another 
is more in use than in the United States. When the Pan American 
Highway is finished, no doubt the ocean carrier will have more competi- 
tion on this continent. 
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A third type of transportation that has been growing rapidly is air 
traffic, which, as the term is used throughout this book, means the serv- 
ice rendered by air lines to exporters in transporting goods from this 
country to other countries. 

Since Columbus sailed from Spain to look for a shorter route to the 
East, man has not ceased to develop more rapid ways of communica- 
tion. First steam engines permitted man to discard the oxcart and the 
sailing boat; then the automobile came along to compete with the rail- 
road; and now air flying is becoming a strong contender for the su- 
premacy held by the land and ocean carriers in transporting goods from 
one point to another. Perhaps neither ocean liners nor the railroads 
will be eliminated entirely, but there is no question that air freight will 
bid for and obtain a large share of the international traffic. At any 
rate, from all indications it appears that these three routes land, sea, 
and air will complement one another in fulfilling man's demands for 
carrying goods and services all over the world. 

Air transportation has proved very beneficial in emergencies when 
the surface facilities for transporting goods have been too slow or too 
precarious, and when there have been no .other facilities. In Colombia, 
the use of the airplane has become very effective because of difficulties in 
transporting goods and passengers from the coast to the interior. The 
same is true, in a more pronounced way, in reaching the northern part 
of Canada and Alaska, and the interior of Africa and Asia. 

Although previous to 1933 air cargo transportation existed, its im- 
portance as a carrier for commerce was somewhat negligible. Its serv- 
ices were extremely limited and only covered transportation from air- 
port to airport. The business was purely domestic and entirely neglected 
foreign commerce. Since 1933 the public has become aware of its 
possibilities, and the air lines have developed new air routes to satisfy 
the demand for air freight within the country and beyond the borders 
of the United States. This demand became more pressing right after 
World War II started, when the crying demand for goods and services 
became more and more urgent. 

To satisfy this clamor, air-line companies are now planning to build 
huge airplanes capable of flashing through the stratosphere at tre- 
mendous speed. For example, the Stratocruiser crossed from Seattle, 
Washington, to Washington, D. C., with a cargo of 20,000 pounds at an 
altitude of 30,000 feet in about six hours. At that rate a cargo could 
go from Los Angeles to Mexico City in three hours and 13 minutes; 
from Miami to Panama in three hours and 58 minutes; Panama to 
Lima, Peru, in four hours and 57 minutes; and from Lima to Santiago 
de Chile in four hours and 29 minutes. 

Already air lines have greatly developed their facilities to carry goods 
to faraway points. During World War II a town in Ecuador badly 
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needed repair parts for a mine, for without them several hundred men 
would have been out of work. Since the required commodities would 
have been delayed in reaching the mine by ordinary transportation, an 
air priority was obtained for the parts, which weighed 2,895 pounds. 
They were first flown to Balboa, and from there to Ecuador in time to 
avoid the stoppage of work in the mine. It is no secret that the Army 
also flew badly needed materials all over the world. It can therefore 
be said that the air lines can satisfy certain demands for transporting 
goods abroad. 

Air transportation meets one of the greatest requirements of interna- 
tional trade, namely, speedy transportation, which naturally shortens 
the time needed between the selling of the goods and delivery to the 
buyer. However, in air express and air freight services there aie cer- 
tain limitations that the exporter must take into account: 

1. Bulk and weight. For example, Pan American World Aiiways, in 
its instructions to shippers, requests that shipments should not gen- 
erally exceed 500 pounds in weight per airwaybill. Shippers may, never- 
theless, forward additional shipments weighing up to 500 pounds on 
separate airwaybills. If the article or piece exceeds 500 pounds in 
weight and measures more than 20 x 24 x 42 inches, the shipper should 
communicate with the carrier before shipping the merchandise. 

2. Property not acceptable for carriage, among which are inflammable 
or dangerous articles such as acetone, nitric acid, benzol, firearms, 
lacquers, paints, explosives, poison, chemicals liable to emit dangerous 
or unpleasant odors, and many others. 

3. Property acceptable only under certain conditions. For example, 
animals of certain types which are not dangerous, and which are of a 
si/e adaptable to carriage will be tiansported by planes. Baby chicks 
and ducklings not over 24 hours old, bees, insects, and sea food are ac- 
cepted. Motion picture film, ncwsreels, and still film are accepted if 
they are packed in metal cases not exceeding 2,000 feet of film per case. 
Each reel must be wrapped in moisture-proof paper and packed in full 
telescope fibre board boxes testing not less than 175 pounds (Mullen 
Test). Seams of boxes must be completely sealed with adhesive tape, 
cloth, or paper. Since this list is incomplete, the shipper should con- 
sult the air lines or their agents for full details. 

4. Frequency of flights. If the line has a regular schedule, the ex- 
porter can calculate when the shipment can be prepared and delivered 
to the air-line company. He can adjust his schedule of deliveries to 
its time table. 

5. The distance from airport to point of destination. Long distances 
between airport and the point of destination tend to diminish whatever 
benefit has been gained by using the air line. 

Air routes, A* with ocean routes, air routes must take into account 
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certain factors. The selection of routes is, in fact, governed by them. 
A number of these factors are as follows: 

1. Location of what is called the generating area; that is, section of 
a country that has potentiality to make commercial flying economically 
profitable and possible. 

2. Population of the area. Dearth of population in a territory can 
hardly be considered as advantageous in establishing an air-line service 
theie. For example, when considering the extension of air service in 
the Middle East, the center selected was at Teheran, Iran. Basra, Iraq, 
is not far away, and besides these two cities there are nine others, which 
together have a population of over one million people. 

3. Topography; that is, the terrain of the surrounding country. What 
obstructions are there which might make flying difficult? 

4. Resources of the area. 

5. Industrial capacity of the whole community. 

6. Climatic conditions. 

7. Tourist appeal. 

8. Political conditions within the territory and surrounding countries. 

9. Facilities for fueling, repairing, for obtaining help, and accom- 
modations for tourists and personnel. 

In other words, the air line must consider the potentiality of the area 
for air travel as well as its topography, climate, and political condition. 
To these conditions may be added the demand there might be in the 
region for air freight transportation, within the area and beyond its 
borders. 

The most important routes are: 

1. From the Atlantic Coast in North America to South America, down 
to the lower tip of Argentina; from the Atlantic Coast to Brazil, over 
to Africa, as far down as Capetown in South Africa. 

2. From the Atlantic Coast in the United States over to Europe, through 
the Balkan States to the Middle East and India, China and Japan, and 
the South Pacific. 

3. From the Atlantic Coast to the Azores to Spain and through the 
Mediterranean. 

4. From the West Coast of the United States to North and South Amer- 
ica, to the most southern point of Chile. 

5. From the West Coast to Hawaii, over to Japan into China. 
Perhaps some day there will be a route to Siberia and Russia, and 

from Hawaii to the South Pacific, to Australia and New Zealand. 

Advantages in using air routes. What advantages are offered by the 
air lines as far as the foreign credit man is concerned? 

1. They extend the markets. Regions previously inaccessible to the 
exporter can be rapidly reached by plane. The fine fashion creations 
that were limited to a few markets can be distributed anywhere within 
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a few hours. Because of air service, marketing methods will be affected 
tremendously in fact they have already been affected. 

2. They permit merchants to carry reduced inventories. For exam- 
ple, under normal conditions a merchant located in Puerto Rico, which 
is eight hours from New York by plane, will not need to carry excessive 
inventories. He will find it more advantageous to have on hand the 
goods he needs for immediate consumption. As the stock is reduced, 
he will order his replacements. There will be no need for him to order 
his requirements for the Christmas trade months in advance. The tele- 
phone and airplane will eliminate that necessity. 

3. Services are improved. Deliveries can be made to the lines with 
the assurance that within hours the goods will be in Hawaii or Buenos 
Aires. 

4. Emergency service is afforded. It has already been told how the 
flying of mining parts needed in Ecuador saved the community from 
unemployment. In the same manner, medicine has been flown to Alaska 
to save lives. 

5. Cancellations of orders are reduced. The nightmare of all mer- 
chants, cancellation oi orders, will occur less frequently, since buyers will 
order when they actually need goods. Possible speculation in mer- 
chandise will thus be avoided. 

6. Pi ice risk will be reduced considerably. The fact that there will 
be no desiie on the part of merchants to order in advance thus avoids 
the possibility of a fictitious rise in prices which naturally will fall sooner 
or later. It will also eliminate failures and causes for, disputes. 

7. There is a reduction of the time element in considering terms of sale. 

To the foreign credit man all these advantages are of tremendous im- 
portance. Each of them has something to do with the various risks 
that he must face when extending credit abroad. None, however, is 
as important and far reaching in its implications and advantages as 
point 7. The use of air lines saves time, and by shortening time, the 
credit executive narrows the credit exposure. The obvious question to 
ask is: "What are the advantages of a reduction in the time element?" 

(a) It will permit the foreign credit man to sell to importers with 
small capital (the small business man) on short terms. This step will 
become possible by reducing the terms to sight draft. The air-line com- 
pany, whenever it receives a shipment on the basis of payment on re- 
ceipt of goods and documents (both will go by the same plane), agrees 
that it will not release the merchandise until the consignee or buyer has 
paid in full for the shipment. 

(b) Merchandise that commands short terms, such as quinine and 
certain pharmaceutical products, can easily be shipped by plane, and 
payment can reach the seller within a short time. For example, if goods 
are shipped to Puerto Rico on sight draft, the proceeds of the sale would 
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reach the foreign credit man within five days at the most, and that gives 
sufficient time to the buyer to adhere to his tradition of liquidating his 
bills "mafiana," or taking his time. By regular steamer it used to take 
five days to reach San Juan from New York, five days for the goods to 
reach the store, and by the time the payment reached New York, from 
20 to 30 days had elapsed. A similar reduction in time would be at- 
tained in other markets. 

(c) It reduces the cost of financing. If, for example, the exporter dis- 
counts his drafts at the bank, he can easily reduce his cost of financing 
by shipping by air and getting payment for the sale in the same manner 
that is, by asking the collecting bank to remit the proceeds by air mail. 
Even when the shipment is forwarded by steamer, the foreign credit man 
can gain time by instructing the collecting bank to send the proceeds 
by air mail. This reduction becomes important when the exporter 
is selling goods to Australia, the Middle East, or some other distant 
country. 

(d) It speeds the turnover of the capital, since it reduces the time be- 
tween the date of sale and the date the proceeds of the sale reach the 
credit executive. 

(e) It eliminates unnecessary claims because of spoilage of the goods 
while in transit. 

(f) It reduces warehouse charges, permitting the article to be sold 
cheaper. There is no need to build up inventories for future deliveries, 
since goods can be manufactured quickly and shipped just as rapidly. 
It also eliminates warehousing of merchandise awaiting the sailing of 
the steamers, which usually follow a weekly schedule. Air lines, on the 
contrary, make more frequent flights and thereby save the exporter 
warehouse charges. 

Although air lines offer great facilities for speeding the transporta- 
tion of funds, currency, securities, gold, silver, and valuable documents, 
nevertheless they fail the banks in some respects. For example, when 
a banker finances any purchase against letter of credit, he usually de- 
mands the documents, which include a negotiable bill of lading drawn 
in accordance with the bank's instructions, and the insurance certificate. 
The bill of lading fixes the ownership of the goods; the insurance certifi- 
cate, in case of claim, determines who is to collect the claim. Unfor- 
tunately, when goods are shipped by airplane, the airwaybill is a non- 
negotiable instrument, thus restricting the desire of the banker to 
finance shipments routed by air. This inconvenience also restricts the 
foreign credit man in number of shipments to one customer allowed to 
be sent by air on the basis of sight draft. 

Mr. A. M. Strong, in an article published in a book edited by Lucien 
Zacharoff, entitled Vital Problems of Air Commerce, defends the stand 
taken by the Committee on Uniformity of Documents of the Bankers' 
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Association for Foreign Trade, which advocates, and we quote in part 
as follows: 

1. That the air lines adopt uniform and negotiable or nonnegotiable air- 
waybills which are suitable for bank financing. 

2. That comprehensive uniform laws be adopted with regard to international 
air cargo shipments and the documents relating to such shipments. 

3. That until a satisfactory uniform airwaybill is adopted the operating air 
lines take steps to revise their airwaybills to meet financing requirements. 

Charges. Transportation charges consist of weight rate per pound or 
fraction thereof, or measurement rate per unit of 200 cubic inches or 
fraction thereof at carriers' option plus valuation charge per $100 of the 
value of the shipment as declared by the shipper for the purpose of 
carnage. This declaration is known as the "Shipper's Declared Valua- 
tion for Carriage." 

Shippers will be required to declare a valuation for carriage, and in 
all cases such valuation must be stated in the airwaybill. 

Valuable cargo is a shipment containing one or more of the articles 
listed below: 

a. Gold, silver bullion, dust, cyanides, precipitates, or any form of 
uncoined gold and silver. 

b. Dore bullion. 

c. Platinum and any other precious metals in any form. 

d. Precious and semiprecious stones, including commercial carbons or 
ndustrial diamonds. 

e. Gold, platinum, and silver jewelry. 

f. Watches and watch parts. 

g. Jewelry of any kind containing precious stones or semiprecious 
stones. 

h. Currency (paper or coin) of any nationality. 

i. Securities, stocks, bonds, certificates, coupons, deeds, mortgages, un- 
canceled postage or revenue stamps, war saving or thrift stamps, and any 
form of negotiable paper. 

j. Any item with a declared value for carriage of over $50 per gross 
pound. 

Specific commodity rates. Specific commodity rates are established 
subject to a minimum weight per shipment, by weight or measurement, 
at carrier's option. For example, baby chicks from Miami, Florida, to 
San Juan, Puerto Rico, are sent at 39 cents per pound, weight or measure- 
ment, and minimum shipment is 11 pounds. 

Yeast from New Orleans, Louisiana, to Merida, Yucatan, Mexico, is 
20 cents per pound, weight or measurement, minimum shipment 50 
pounds. 

General cargo is any merchandise not classified for the purpose oi 
freight tariff. 
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Insurance. The air lines have made arrangements with insurance 
companies, permitting exporters, if they so request it, to obtain insur- 
ance coverage on their shipments, except for live stock, perishables, 
radio and X-ray tubes. 

The coverage includes all risks of physical loss or damage from any 
external cause whatsoever. This insurance does not cover, however, 
legal seizure, war risk, or hostilities. 

The amount of insurance the shipper may obtain is equal to the 
valuation of the goods which the shipper declares for the purpose of 
carriage under the airwaybill. The recovery for any loss will be limited 
to the actual value of the goods at destination point at the time the loss 
occurred plus 10 per cent of said value, or the shipper's declared valua- 
tion for carriage, whichever is smaller. 

The insurance rates are as follows: 

General Valuable 

Cargo Cargo 

When the all commodity late is from $ .10 to $ .24 per Ib. $.06 $.04 

' .25 to .45 per Ib. .07 .06 

" " " " " " .46 to 1.06 per Ib. .15 .12 
" " " " ' " 1.07 to 2.35 per Ib. .20 .15 
From Brownsville, Texas to Mexico City (irrespective of pound- 
age rate scale) .06 .04 

The insurance at the premium rates shown above covers transit in or 
through the United States and Canada to the International Airport of 
export from the United States. It is effective from the time the airway- 
bill is issued by the Railway Express Agency, Inc., at its offices in the 
United States and Canada, where the airwaybill is issued, until the 
shipment is delivered to the consignee or his agent. 

At offices where airwaybills are not issued, shipments are accepted to 
be forwarded to the International Airport. They are forwarded by the 
agent after the shipper has filled in and delivered Shipper's Letter of 
Instructions (see Illustration 49). The airwaybill is issued at the office 
of the International Airport through which the shipment is forwarded. 
In such cases the insurance does not become effective until the ship- 
ment has been delivered to the air line at the International Airport and 
the corresponding airwaybill has been issued. To be sure, the insur- 
ance will be issued if the Shipper's Letter of Instructions requests that 
full coverage be taken by the air line. The coverage begins at the 
moment the airwaybill is issued, and remains in force until the goods 
have been delivered to the consignee or his agent at the point of destina- 
tion. In other words, the exporter must insure the shipment up to the 
time that the air line issues the airwaybill. 

The Shipper's copy of the airwaybill, which is marked at the bot- 
tom of the page in bold letters, "COPY FOR THE SHIPPER ORIG- 
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INAL," becomes the shipper's certificate of insurance (See Illustration 
No. 50), after the insurance premium has been entered and marked as 
paid by the agent. This paper, after it is endorsed, becomes the basis 
for collecting claims covering loss or damage to a shipment. 

Charges made by connecting carriers for transporting the goods to 
the International Airport are in addition to those charged by the air 
line. 

The transportation and forwaiding of shipments by the air lines is 
subject to the terms, conditions, and provisions stated in the airwaybill 
issued by the air line. 

Air service is more costly than ocean service, but this can not be the 
sole criterion for accepting or declining it. The foreign credit man 
must consider the advantages derived by using this service, which were 
presented on page 192 and weigh them against the difference in cost. 
No doubt in some cases the difference will not be sufficient to disregard 
air service as a possibility for transporting certain goods abroad. 

Documents Required for Foreign Air Express of Air Freight. As 
far as documents are concerned, there is no diifeience between air 
express and air freight. To be sure, for the purpose of this book no 
distinction is made between these two terms. 

As was said before, on all air shipments leaving the United States 
for foreign countries, the shipper must prepare ceitain documents which 
are required at the point of destination, and which must be presented 
to the air lines or their agents when the goods are delivered for ship- 
ment abroad. 

There are usually five types of documents that the exporter must draw: 

1. The documents representing the interest the United States has in 
the transaction. 

2. The document intended to identify the transaction that has taken 
place between the buyer and the seller. 

3. The document that indicates the interest the insurance company 
has in the transaction. 

4. The documents representing the interest the air line has in the 
transaction. 

5. The documents that indicate the interest the foreign country has 
in the transaction. 

Any shipment sent abroad without the necessary documents will cause 
a great deal of annoyance and inconvenience. To avoid delays or pos- 
sible fines levied by government officials, the exporter must present the 
necessary shipping papers to the air line at the same time the goods are 
delivered to the carrier. If the shipment is forwarded to the air line 
without the corresponding papers, the merchandise will be held at the 
airport until the documents are received. 

Documents required by the United States Government. The first 
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document that the exporter must get is the Export License. The require- 
ment for this license is not a permanent regulation, but an emergency 
measure. It is a permit allowing the exporter to ship a certain type of 
merchandise, such as textiles, coal, and many others, which because of 
reasons of its own or because of shortages the Government of the United 
States has deemed it necessaiy to allocate or restrict their sales abroad. 
Such products may not be exported unless a Government Export Li- 
cense has been obtained. An exporter wishing to obtain full informa- 
tion in this respect should communicate with the United States Depart- 
ment of Commerce, Bureau of Foreign and Domestic Commerce in 
Washington, D. C., or any of its district offices. 

The second paper required by the United States Government is the 
Shipper's Export Declaration, similar to the one shown in Illustration 51. 
This document must be made in quadruplicate, and is required for all 
shipments intended for foreign buyers. The form, which can be ob- 
tained at the Custom House, must be filled out in accordance with the 
instructions printed on the back of the form. The data requested must 
be correct and exact; otherwise, the documents will be held by the air 
line. Once this form has been correctly filled out, it is presented at the 
Custom House, where it is stamped as approved. 

Documents issued by the exporter. The most important document 
there is, as far as the importer is concerned, is the commercial invoice, 
made out by the exporter himself. It forms the basis for all other 
documents except the Export License. This document was discussed on 
page 27, but suffice it to say that it must contain enough infoimation 
to permit the buyer to identify the transaction. The following data 
must be listed: 

a. Name and address of the exporter. 

b. Name and address of the importer. 

c. Date of the invoice. 

d. Number of the invoice, buyer's order number and date. 

e. Name of the agent or salesman. 

f. Number of packages, marks, weight, and measurements. 

g. Description of the article, price per unit, and total cost, 
h. Terms of sale. 

i. A statement that the amount of the invoice is payable in U. S. dol- 
lars with banker's sight draft on New York. 

j. Transportation expenses, insurance charges, and other fees col- 
lectible from the buyer. 

Documents issued by the insurance company. If the shipment is 
insured by the air line, coverage is obtained by instructing the carrier 
to take the necessary insurance and by paying the corresponding pre- 
mium. The copy of the airwaybill that the exporter receives from the 
air line will indicate that the shipment has been insured through the 
air line. 
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If the exporter wishes to insure the shipment through his own broker 
or insurance company, he will notify the air line not to take any in- 
surance. This he does when filling out the form, Letter of Instructions, 
supplied by the air line. See Illustration 49. 

If the buyer requires an insurance certificate, the exporter will in- 
clude and deliver it to the air line together with the other shipping 
papers. The certificate is similar to the one covering marine insurance. 
Sec Illustration 33. 
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The document issued by the air lines; the airwaybill. The docu- 
ment issued by the air line denoting the interest it has in the transaction 
is called the Airwaybill. See Illustration 50. 

Before the carrier or its agent prepares this paper, it must have in 
writing certain infoimation that the shipper supplies. This require- 
ment is accomplished by filling out the blank supplied by the air lines, 
generally called a Letter of Instructions. See Illustration 49. 

It must contain the following information: 

a. Place where the exporter is located. 



INSTRUCTIONS FOR THE USE OF THE YELLOW SHIPPER'S EXPORT DECLARATION 

(Commerce Form 75S5-V) 
(See reverse ride of the White Defense Aid (Lend Uue) Shipper'* Export Declaration form for irumicdoni relating to that Corn) 

(Follow Carefully to Avoid Defer Shipping Point) 
t. PROVISIONS OF LAW. 

(a) Vessels shall not be cleared for foreign ports until manifests (or declarations) verified by oath, of the cargo, or its parts have ben delivered 
to the collector at the point of exportation oy the owners, shippers, or consignors thereof. Vessels leaving without clearance subject the master of 
vessel to a penalty of not more than $1,000 or less than $500 

(b) Similar provisions apply to exportation* by rail, air, vehicle, or ferry. 

(e) Shipper's carport declarations must abo be filed for shipments between the United States and its noncontiguous territories. 

(d) For Instructions regarding the use of this form for parcel-post exportation*, see Section 91, Part II, United States Official Postal Guide 

J. SHIPPER'S EXPORT DECLARATIONS (COMMERCE FORM 7525-V). 

(a) Must be made in triplicate for shipments by vessel or air, and in duplicate for shipments by rail, ear, vehicle, and ferry for all merchandise 
shipped to foreign countries or to and from noncontiguous territories of the United States (Commerce Form 7625- V should not be filed for foreign 
merchandise shipped in transit throueh the Umtod States from one foreign country to another In lieu thereof, "Shipper's Export Declaration for 
In-Transit Goods" on Commerce Form 7613 should be filed ) (A copy of this declaration 11 acceptable in various foreign countries to meet 
certain of their entry requirements Therefore, on shipments to those countries, an additional copy of the declaration must be filed This list of 
countries includes Canada, Haiti, and Panama, and Argentina and Uruguay for air-express shipments ) 

(b) The name of the shipper or his agent must appear on the space provided for "(Signature)" in the lower right-hand corner of all copies 
of the Declaration, but only the cnpnal (or the collector's copy) need be manually signed The original declaration covering shipment by vessel 
muHt be verified by oath before a notary pu) !ir, customs officer, or other person authorized to administer oaths. Oath is not required on declaration 
covering shipment to Canada or Mexico by rail, vehicle, or ferry 

(c) Agents authority must be in writing on dt claration or other document filed with the collector Declarations are treated as confidential 

(<i) Declarations must be presented to the Collector of Customs, who will retain the original and stamp one copy for presentation by shipper 

;he transportation company, to bo attach.d to outward vessel or car mamf"' 1T "-- J -- J '- lv L -" L - ' J - J L - iL - 

collector to tho Section of Customs Statistic-, Customhouse, Nw York, N Y. 



(e) When shipments are made from the interior on through bills of Uding to foreign destination, declaration* must accompany waybills 
(if preferred, in scaled envelope) to port of exportation 

(/) On local bills of lading, declarations may accompany the goods, or be mailed to consignee at seaboard. 

(g) For shipments by rail to Mexico and Canada separate declarations shall be prepared for each carload. 

(h) The finn' placf nnd country of donation, not the place of transshipment, should be shown in the space provided for "Final Destination" 
Special care nhould be taken to give th final place and country of destination for goods shipped through Canada, United Kingdom, Panama Canal 
Zone, or other seaboard countries fur trar.-jshipmi nt to other countries, such as through Chile or Peru, destined for Bolivia. 

(t) In the case of shipments by vessel, the dato of exportation, for statistical purposes, it the date of clearance of the vessel 

0) The name and address of the ultimate consignee shall be furnished in accordance with the provisions of Treasury Decision 60433 

(k) Certificates of inspection by Department of Agriculture, for export of cheese, oleomargarine, butter, meats, sad other food products must 
be furnished when requinxi. 

3. DESCRIPTION OF ARTICLES, QUANTITIES, AND VALUES. 

Column 1 Insert marks and numbers 
Column 2 Insert gross weight in pounds 

Column 3 Insert number and kimh of packages, description of merchandise and export license number The merchandise must be described 
In sufficient detail to permit its classification in accordance with the commodity description provided in Department of Commerce Schedules "B," 

"STATISTICAL CLASSIFICATIONS OF DOMFSTIC AND FORMGN COMMODITIES EXPORTED FROM THE UNITED STATES" The description of the articles 

must be definite and complete Trade-marks and general terms such as "dry goods," "groceries," "meats," etc , are not sufficient 

Column 4 Specify whether of domestic or foreign ontfn Exports of domestic merchandise (U S. products) include articles grown, produced, 
or manufactured in the United States. Exports of foreign merchandise (reexports) include articles reexported in the same condition as Imported. 
Foreign articles changed by alteration or manufacture become U S articles and are to be classified as "domestic." 

Column 6. Inwrt the Schedule B commodity code number (See Instruction 4 (a) below.) 

Column 6 Insert the net quantity in Schedule B unit State the unit of quantity shown 

Column 7 Insert the dollar value at time and place of export Value stated should be the selling price, or cost If Dot sold. Including inland 
freight, insurance, and other charges to border point or seaport. 

4. SCHEDULES AND BLANKS. 

(a) Schedule B, statistical classifications of domestic and foreign exports, may be purchased from the Superintendent of Documents, Govern* 
ment Printing Office, Washington, D C , local Collectors of Customs, snd the Department of Commerce Field Office, 600 Fifth Avenue, New 
York, N. Y 

(b) Shipper's Export Declarations may be obtained from the Superintendent of Documents, Government Printing Office, Washington. D C., 
or from the Collectors of Custom* for 30 cents per block of 100. They rosy be printed, by private parties provided they conform to the official form 
in slse, wording, col6r, snd arrangement. 

3. FOREIGN COMMERCE STATISTICAL REGULATIONS. 

For more detailed Information regarding the preparation of the export declaration, refer to the Regulations for Collection of Statistics of Foreign 
Commerce snd Navigation of the United States (Title 15, Chapter I, Part 30, Code of Federal Regulations), copies of which may be obtained free 
of charge frpra the Department of Commerce Field Offices, located in the principal cities, the Section of Customs Statistics, Customhouse, New 
York, N. Y ; and the Division of Foreign Trade Statistics, Bureau of the Census, Washington, D. C. 

Jtofeed Jonuory SI, 1 943. 
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b. Date of the Letter of Instructions. 

c. How the goods are to be forwarded to the international airport; 
that is, by rail, or by air. 

d. Name of the consignee. 

e. Address of the consignee. 

f. Number of packages and type of packing. 

g. Description of the articles to be shipped. 

h. Shipper's declared value of the goods for the purpose of customs 
information, and shipper's declared value for the carriage. 

i. Weight or measurements. 

j. Legal weight and net weight. 

k. Country of origin. 

1. Indication in the letter whether the shipment is to be insured or not. 
Since insurance is optional, it would be advisable for the exporter to 
insure the shipment under his own policy. 

m. Signature of an individual authorized to sign for the shipper. 

For shipment to Central and South America, the International Airport 
for Pan American World Airways is Miami, Florida. For shipments 
going to Puerto Rico and South America, the International Airport is 
New York. For shipments going to Mexico, the International Airport 
for the American Air Line is San Antonio, Texas, and for shipments in- 
tended for Europe, the International Airport is New York. 

Upon receipt of the detailed information mentioned above, the air 
line or its agent makes out the airwaybill subject to the terms, excep- 
tions, provisions, and conditions stated in the airwaybill itself. Some 
of the stipulations stated thereon are as follows: 

1. The liability of the company is governed by rules enacted by the 
Convention for the Unification of Certain Rules relating to Interna- 
tional Transportation and signed in Warsaw in 1929. It can be said 
in this respect that the only course to be followed by the exporter is 
fully to insure the shipment with an insurance company. 

2. The shipper is liable to pay the air line for any claims, fines, or 
penalties suffered for any violations of the tariff regulations. 

3. The air line has a lien on the shipment for all money due to the 
carrier. 

4. The shipper has the right to withdraw the goods from the airport, 
to stop them while in transit, and to instruct the carrier to deliver the 
shipment to someone other than the consignee named in the airwaybill. 
This right will cease as soon as the goods are delivered to the consignee 
or his agent. 

5. The captain or any officer of the aircraft will have the right, 
for reasons of safety, to cast overboard any of the goods carried by the 
plane. 

6. The consignee is entitled to claim the goods on its arrival at the 
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point of destination and upon payment of the charges due, after com- 
plying with all conditions of the contract of transportation. 

7. If, for any reason at all, the consignee refuses to accept the ship- 
ment the exporter is liable to the air line for the charges involved, in- 
cluding, if necessary, the expenses of returning the shipment to the 
consignor. 

If the goods are stored, the air line will do so at the expense and 
risk of the exporter. 

These are in general some of the most important conditions under 
which shipments for foreign countries are accepted by the air lines. 

The airway bill contains the following information: 

a. Number of the airwaybill. 

b. Date the shipment was received. 

c. The name and address of the shipper. 

d. The name and address of the consignee. 

e. Destination. 

f. Person to be notified about the arrival of the shipment; his full ad- 
dress must be indicated in the airwaybill. 

g. Description of the goods shipped, 
h. The declared value for: 

(1) Customs. 

(2) Carriage. 

i. Weight or volume. 

j. Point of shipping. 

k. Insured or not insured. 

1. Charges paid or to be collected from the consignee. 

Documents required at the point of destination. The documents 
that are required by the country to which the goods are shipped indi- 
cate the interest that that country has in the transaction. 

Since customs procedures are not standardized all over the world, 
each country has its own regulations, and each country requires dif- 
ferent sets of papers prepared in different ways, and even in different 
languages. Below are listed the necessary procedures for some of the 
most important countries of the world, as well as the shipping docu- 
ments these nations require to be presented by the importer for customs 
clearance. 

For Canada. The exporter must supply at least three copies of the 
Canadian Export Invoices, besides the regular commercial invoices. 
The Canadian forms, as they are called, are similar to the one shown in 
Illustration 52. These forms are made out from the information con- 
tained in the commercial invoice, and must give the: 

1. Country of origin of the goods. 

2. Marks and numbers on packages. 

3. Quantity and description of the merchandise. 
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4. Fair market value of the goods. 

5. Selling price to the purchaser in Canada. 

6. Freight charge. 

7. Owner's statement at the bottom of the invoice, which must be 
signed. 

For Argentina. Argentina requires: 

a. Consular invoice in duplicate, duly visaed by the Argentine Con- 
sul. If there is no consul at the point of shipment, the exporter may 
have these papers visaed by any other Argentinian consul located near by. 
Ii' it is impossible to obtain the service of a consul to vise the consular 
invoice, the documents may be forwarded to the air lines without vise, 
provided, however, the exporter explains the impossibility of having 
the document viseed. In that case the shipper should then have the 
commercial invoice certified to by the Chamber of Commerce or a 
consular official of some other nation. 

b. Commercial invoice in duplicate. It must contain the following 
declaration: 

I declare under oath that all the information given in this invoice is true 
and correct and that the prices stated are those really paid or to be paid. In 
the same manner I declare that no agreement has been entered into which 
permits the modification of these prices. 

For shipments valued at less than 550 Argentine pesos (about $125 
U. S. currency) consular invoices are not icquired. 

For Bolivia. Regardless of the value of the goods, all shipments to 
Bolivia must be accompanied by a commercial invoice made out in 
duplicate. It will show, like any other bill, the type of package (box, 
bundle, case, and so forth), the gross weight in kilos of each package, 
an accurate desciiption of the goods, and the value of the merchandise. 
The commercial invoice, moreover, must detail and describe every article 
and give its value separately. It must also contain the following state- 
ment duly signed by the exporter: 

Protestamos que los pormenores de cantidad, pesos, calidades y valores de las 
mercaderias detalladas en esta factura, son verdaderos y correctos. 

In English, this means that the exporter swears that details such as 
quantity, weight, quality, and value of the merchandise as stated in the 
commercial invoice are true and correct. 

The consular invoice is also required, provided, however, the value 
of the goods for customs purposes is in excess of $40 U. S. currency. It 
will be viseed by the consul if the shipper presents an import license 
issued in Bolivia. At points where there is no consul, the consular in- 
voice may be disregarded. 
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For Brazil. Brazil requires six copies of the commercial invoice duly 
signed by the seller of the goods. It must contain detailed information 
in regard to: 

1. The total number of packages duly numbered. 

2. Type of packages. 

3. Net, legal, and gross weight of each package. 

4. Quantity and detailed description of the merchandise. 

5. Unit price of the goods. 

6. Country of origin. 

An import license is required on certain goods brought into Brazil. 
On those goods, therefore, the license must accompany the shipment. 
If the import license is not required on the goods shipped, then the 
airwaybill must state that an impoit license is not required. 

For Chile. Chile requires that all shipments be accompanied by a 
commercial invoice in duplicate regardless of the value. If, however, 
the goods are valued at $100 U. S. currency, or more, then the invoice 
must be visaed by the consul for Chile. If there is no consul at the 
point of shipment, then the shipper will disregard those instructions. 

For Colombia. Shipments intended for Colombia must be accom- 
panied by a commercial invoice in duplicate, regardless of the value of 
the merchandise. The invoice must also contain the following state- 
ment in Spanish: 

Certificarnos bajo juramcnto que los precios de esta factura son los mismos 
que cargamos al chente y que la mercancta a qne se refiere esta misma factura 

es originana de (Country of Origin) en 

fd de lo expuesto firmamos la presente declaiacidn en (city 

state) de (date) de (year). 



(Signature of Shipper). 

In English this means that the exporter swears under oath that the 
prices of the goods specified in the commercial invoice are the same 
as those charged to the customer, and that the merchandise listed in the 

bill originated in '. country of origin. Whoever signs 

this statement must be authorized to do so, and must indicate his title, 
if any. 

The invoice must show: the exact gross weight of the shipment in 
kilograms and grams. If the invoice represents a sale of silk articles, it 
must contain a description of the nature of the silk, such as "Animal 
(Real) Silk," or "Artificial Silk." That description must also appear 
in the airwaybill. 

For Cuba. The commercial invoice, issued in duplicate and signed by 
the exporter, must be presented with the goods. 

If the shipment contains essential oils, then a Certificate of Origin 
must be delivered with the goods. 
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For Costa Rica. If the shipment is valued in excess of $100 U. S. 
currency, the shipper must present to the air line a commercial invoice, 
in Spanish, and in triplicate. 

Consular vis is not required. 

For shipments valued at $100 or less, the exporter does not have to 
deliver any commercial invoice to the air line. 

For Ecuador. For Ecuador the commercial invoices must be visaed by 
a consul of that country, provided the value for customs purposes in the 
airwaybill is in excess of $125 U. S. currency. 

Since the exporter must present a consular invoice also, the consul will 
vise it if the exporter presents an import license issued in Ecuador for 
the goods ordered by the buyer. 

If there is no consul at the point of shipment, the exporter will disre- 
gard this requisite. 

For El Salvador. The commercial invoice required by El Salvador 
must be viseed by the consul of that country. The shipper must also 
deliver with the goods a Certificate of Origin certified by the local 
Chamber of Commerce or some other responsible civic body, and visaed 
by the consul of El Salvador. If the shipment is valued for customs 
purposes in the airwaybill for less than $100 U. S. curiency, these papers 
are not required. 

If at the point of shipment there is no Salvadorean consul, then the 
above-mentioned documents must be visccd by the consul of a friendly 
nation, or by the nearest available consul of Ei Salvador. 

For Guatemala. Neither the commercial nor the consular invoice is 
required by Guatemala. Nevertheless, on all shipments, regardless of 
their value, the air lines or their agents must insert in the airwaybills 
the following statement: 

"Shipper guarantees article(s) shipped under this airwaybill is (or are) 
a product of (name of country of origin)/' 

The ail waybill must also contain a complete description of the goods 
shipped, the number of pieces, and the material of the merchandise. 
If the shipment contains silk articles/ such as silk hosiery, silk under- 
wear, ladies garments, and so forth, the description inserted in the 
airwaybill must state the quality or type of silk used in the manufacture 
of the article, such as "Pure Silk/' or "Artificial Silk." 

For Honduras. Consular invoice is not required; only a commercial 
invoice in duplicate must accompany all shipments. This document is 
not required to be visaed by the consul. 

For Jamaica. The only requirement is a commercial invoice in 
duplicate, and the consular vis is not needed. 

For Nicaragua. Regardless of value, all shipments must be accom- 
panied by a commercial invoice (original and two copies). If the value 
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of the shipment is more than $100 U. S. currency, then the consular in- 
voice must be visaed by a consul of Nicaragua. 

For Panama. Shipments intended for Panama must be accompanied 
by a commercial invoice in duplicate, bearing the following statement 
duly signed by the seller: 

Declare bajo la gravedad del juramento, con la firma puesta al pie de esta 
declaractdn que todas y cada uno de los datos contenidos en esta factura son 
exactos y verdaderos y que la suma total declarada es la misma en que se han 
vendido las mercanctas. 

This means that the exporter swears under oath that each and every 
one of the details inserted in this invoice are exact and coirect, and that 
the total amount declared therein represents the total cost for which the 
merchandise is sold. 

For Peru. Regardless of the value, all shipments going to Peiu must 
be accompanied by a commercial invoice. If the value of the goods 
exceeds $100 U. S. currency, then the invoice must be visaed by the 
consul of Peru. If, at the point of shipment there is no Peruvian consul, 
then the invoice will be countersigned by the local Chamber of Com- 
merce, and the consul's vis may be disregarded. 

For Uruguay. A consular invoice, which is required on shipments 
being sent to Uruguay, must be signed by the local Chamber of Com- 
merce or some other responsible civic body, and then viseed by the consul 
of Uruguay. t If the shipment is less than 100 Uruguayan pesos, or about 
$55 U. S. currency, the consular invoice is not required; instead, the 
shipment must be accompanied by a commercial invoice in duplicate. 
No certification is required for this document. 

If there is no Uruguayan consul at the point where the shipment 
originates, then, regardless of value, the consular invoice will be dis- 
regarded; but the shipment must be accompanied by a commercial 
invoice in duplicate without certification. 

For Venezuela. Consular or commercial invoices are not required, but 
the shipper must submit a special declaration in quadruplicate, which 
must be filled out with care, for any error might bring about a fine. 
This blank will be supplied by the air lines when shipments are to be 
made. A Certificate of Origin must also accompany the shipment when- 
ever the value of the goods exceeds 100 Bolivares, or about $33 U. S. 
currency. 

For New Zealand. In addition to the four copies of U. S. Shipper's 
Export Declaration and the Export License when required by the United 
States Government, New Zealand demands also that all shipments going 
there must be accompanied by its special form of commercial invoice, 
similar to the one required by Canada. (See Illustration 52.) This 
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document must be signed by the shipper before a witness, whose signature 
must also appear. The form of invoice may be obtained at any station- 
ery store catering especially to the needs of exporters and importers. 

For Australia. Australia also has its own special form to be filled out 
by the exporter, and, as in the case of New Zealand, is must be presented 
to the air line or its agent in triplicate. 

Rules to follow. 1. Before shipping goods abroad by air, or, for that 
matter, by vessel, ascertain what documents are needed. Since the 
regulations change frequently, a constant check must be made. The 
Exporters Encyclopedia will be a great help in this respect, as will having 
the air lines mail you any changes made in these regulations, 

2. Each country has its own methods and procedures for clearing in- 
coming shipments. Follow their instructions to the letter, and you 
will eliminate difficulties, annoyances, and possible fines. 

3. The banks engaged in international trade will inform you of 
prevailing shipping regulations. Do not hesitate to call on them for 
such information. 

The foreign credit man will save time and effort by designing a card 
similar to the one issued by the Department of Commerce, a copy of 
which is in the Appendix of this book. This card will permit him to 



PART OF POLICY NO. OF 

ISSUED TO 

AIR CARGO- M ALL RISK** 

It is hereby understood and agreed that effective as to all shipments made on and after. 



_, this policy is extended to cover shipments by aircraft and connecting 



conveyances, subject to the following clauses' 

To cover against all rnks of physical loss or damage from any external cause irrespective 
of percentage, but excluding, nevertheless, the risks of war, stakes, riots, seizure, detention 
and other risks, excluded by the F. C. & S. (Free of Capture & Seizure) Warranty and the 
S R. & C C (Strikes, Riots and Civil Commotions) Warranty m this policy, excepting to 
the extent that such nsks are specifically covered by endorsement. 

Warranted free of claim for loss or damage due to heat or cold or changes in atmospheric pressure. 

Wherever the term "vessel" or "overseas vessel" is used in this pohcy, if is understood and agreed 
that it shall be construed to include aircraft. 

It is further understood and agreed that this Company shall not be liable for more than %..... 
by any one aircraft. 

Rates of premium on shipments by aircraft to be named at time of declaration of risk. 
ALL OTHER TERMS, CONDITIONS AND VALUATIONS REMAINING UNCHANGED 



Dated 



Illustration 53. AUTHORITY FROM UNDERWRITERS GRANTING INSUR- 
ANCE ON SHIPMENTS MADE BY AIRCRAFT. 
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see at a glance, when examining the documents to be attached to the 
draft, whether they are complete and in accordance with requirements 
set by each country. Since the documentary regulations change, the 
card should be revised from time to time. 



CHAPTER XII 

FOREIGN EXCHANGE 



International Trade in Raw Materials and Other Commodities 

International trade is defined as the exchange of goods and services. 
These goods may be classified into two main categories. 

The first covers basic commodities such as raw silk, sugar, raw cotton, 
wheat, copper, and other raw products for which there is a demand. The 
sales of these basic commodities are carried on in the consuming or 
producing countries by means of: 

1. Private sales, which comprise, as the name implies, dealings carried 
on by individual importeis and exporters located in different countries. 
They range from the simplest barter deals to the most complicated 
transactions needing the services of lawyers and business experts. 

2. Auction sales. Auction sales are conducted at the great commercial 
centers of the world: Liverpool, New York, Amsterdam, Havre, Antwerp, 
Montreal, and London. At these points, buyers and sellers assemble to 
bid for the commodities offered. The products sold in these markets 
are coffee, cacao, cotton, rubber, spices, sugar, tea, tin, wool, wheat, and 
similar commodities very much in demand the world over. 

3. Exchange houses. The third method of selling basic products is 
through organized exchange houses, where brokers gather to bid and to 
offer essential commodities. The staple products offered at these ex- 
changes are coffee, copper, cotton, eggs, oil, raw silk, sugar, wheat, wool, 
and other essential products. 

The second category covers the sales of manufactured products, which 
are in turn divided into two main groups: 

1. Consumers' goods, such as paper, radios, shoes, textiles, and similar 
articles bought by individual buyers. 

2. Producers' goods, such as steam engines, lathes, and other machinery 
used for manufacturing consumers' goods. 

The sale of these products is made either directly by the house which 
manufacturers them, or through an agent or a broker. 

When an importer buys any of the basic commodities: raw cotton, 
coal, or wheat; or consumers' goods: textile machinery, or a locomotive, 
such purchases are financed either by the exporter or by the importer. 

214 
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If the latter finances the purchase, he buys for cash, or its equivalent, 
which may be a letter of credit available on presentation of shipping 
documents. If, on the other hand, the exporter finances the purchase, 
he sells on credit. 

Whether the importer or the exporter finances the transaction, he 
must do so with the assistance of a bank which will either lend the 
money to make the purchase, supply the foreign exchange required 
to pay the debt, or act as intermediary in collecting the debt. 

As indicated above, the bank, as well as the agents, the steamship 
companies, and insurance companies, renders a service for which it 
collects a commission, a fee, or a charge. This phase of international 
trade is beyond the scope of this book, which is interested in discussing 
the sales of commodities, and the way in which such sales are financed. 

The Settlement of Foreign Debt 

Under normal conditions, international commercial obligations, like 
domestic business transactions, arc settled in terms of money. 

If John Smith of Philadelphia buys 10,000 yards of cotton goods on 
credit from Harry Doe of New Yoik, John Smith will pay at some definite 
future date so many dollars in the liquidation of his debt. 

In foieign trade the procedure is the same, except that the settlement 
may be made in some other currency than U. S. dollars. The buyer 
may arrange to discharge his obligations in one of the following ways: 

1. In U. S. dollars. To do so, the importer calls at his bank and buys 
with his own currency sufficient dollars to liquidate his foreign debt. 

2. In his own currency. On the day the foreign purchase is to be 
paid, the importer deposits with the collecting bank a definite amount 
of his own currency to cover the face value of the bill. The foreign 
money received is then changed by the bank into dollars and remitted to 
the exporter. 

3. In the currency of a third nation. As in the previous case, on the 
clay the bill falls due, the importer honors the obligation by depositing 
at the local collecting bank the cuirency designated in the transaction, 
which is then changed into dollars and forwarded to the seller. 

From the point of view of the credit man, the first method offers the 
least risk, since it vests in the importer the obligation to obtain the 
dollars he needs to pay his debt, regardless of the price he must pay for 
them. Do not assume, however, that by quoting prices in dollars the 
risk is eliminated. In the event there is a scarcity of dollars, the im- 
porter might not be able to honor the bill, and the obligation would 
remain unpaid until dollars were available. The risk, as indicated 
before, is called the "transfer risk." 

The second method is practicable if the rate of exchange remains 
stable. If, on the other hand, the value of the foreign currency falls in 
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terms of dollars, the exporter will suffer a loss when exchanging the 
acquired foreign currency into dollars. 

Let it be assumed, for example, that the exporter accepted an order 
from England, the prices were quoted in pounds sterling, and the total 
amount of the purchase equaled 1,000. Furthermore, let it be assumed 
also that the prices as quoted to the buyer were figured on the basis of 
$4 to the pound sterling. In other words, although the invoice rendered 
to the English buyer specified that the payment would be made in pounds 
sterling, the exporter, nevertheless, expects to get $4,000, since the pounds 
sterling are useless to him. 

As soon as the foreign buyer pays the bill for 1,000, the foreign 
credit man will instruct the bank to change this cunency into U. S. 
dollars. When the foreign currency is exchanged into U. S. dollars, the 
conversion is expected to be made without loss, or at the rate of exchange 
at which the prices were originally figured and quoted, namely $4.00 
to the pound. 

It is obvious, then, that if the rate goes up to $5 to the pound there is 
a profit; and if it drops below $4, there is a loss. 

To be sure, the element of speculation is evident. The practical course 
to follow, to lessen the exchange hazard, is to sell the currency. This is 
accomplished by means of a contract made with a local bank, a contract 
that specifies, among other things, the delivery of a definite amount of 
foreign currency at some definite date and at a definite rate of exchange. 
Later in this book the problem of selling foreign currency will be 
discussed in detail. 

A similar experience ensues by quoting prices in the currency of a 
third nation. The credit man will do well to protect himself against 
the fluctuations of the exchange, as suggested in the previous paragraph. 
The one rule to follow in both cases is never to quote prices in foreign 
currency unless there is a ready and stable market for that particular 
money. 

Sources of Supply of Foreign Exchange 

How does the importer's bank obtain the dollars it sells to pay for 
purchases made in this country? Simply by buying bills of exchange 
drawn on the United States representing sales made to this country. The 
following case will clarify the problem. 

We shall assume that Mejia 8c Cia, of Caracas, Venezuela, sold several 
bags of coffee in New York. To collect the bill, this firm drew a bill of 
exchange at sight for the value of the merchandise, namely $1,000. 
This draft, together with the bill of lading, commercial invoice, and 
other shipping papers is presented by Mejia &: Cia to its bank for discount 
or collection. In either case, the bank endorses the bill of exchange, 
and forwards it, with the set of documents, to its correspondent or branch 
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in New York. These papers, on arrival, are presented to the American 
buyer for payment. When the draft is honored, the American bank 
credits the Venezuelan bank with the dollars received, or $1,000. In 
other words, foreign institutions create dollar balances in New York 
through the exportation of commodities to this country. This is the 
main source of supply of foreign exchange. The other means are: 

1. Through loans raised in this market. If the New York banks make 
loans to Argentina, the proceeds of such loans constitute a fund in 
dollars against which the banks in Argentina may draw. 

2. Through the sales of American securities to foreign investors. 
Since these securities are obligations redeemable in U. S. dollars, they 
may be sold for the purpose of creating dollar balances. 

3. Through the shipment of gold, which also creates dollars, in the 
same manner that the sale of coffee created dollars for Venezuela. 

4. Through money spent by tourists, or money sent by immigrants 
abroad. 

5. Through insurance premiums paid to foreign insurance companies, 
interest payable on securities sold abroad, and commissions due to 
foreigners. These serve as means of building dollar balances in this 
country against which the foreigners can draw. 

Foreign Exchange Defined 

Foreign exchange, as it is generally understood, is the conversion of the 
money of a country into its equivalent in money of another country; 
the rate at which the currencies aie exchangeable is called the rate of 
exchange. 

Exchange Stabilization 

When the value of the nation's currency suffers violent and frequent 
changes in relation to other currencies, the government is forced to 
adopt measures tending to neutralize the fluctuation, thus permitting the 
rate of exchange to be stabilized. The classical method followed years 
ago was to ship gold or raise a foreign loan, which ordinarily checked 
the downward trend of the exchange. 

The heavy concentration of gold in the hands of one nation, the 
recognition that the yellow metal is an imperfect stabilizer, the desire to 
manage the value of the currency such factors have, in large measure, 
relegated the use of the above method of stabilizing the currency to a less 
important position. Consequently, in order to overcome rapid fluctua- 
tions in the rate of exchange, economists designed a new technique to 
stabilize the exchange rate, namely the use of a stabilization fund. 

In a broad sense this fund accomplishes its aim by buying and selling 
foreign currencies as conditions require. For example, if the pound 
sterling falls in terms of the dollar, the stabilization fund offers dollars 



218 ANALYZING THE RISKS 

to the market and purchases pounds sterling, continuing this operation 

until the pound sterling reaches the value desired. 

The Balance of International Payments 

International trade, it was said, is the exchange of goods and services 
carried on among the nations of the world. The bulk of this trading 
is represented by merchandise sold and bought abroad. Fundamentally, 
although money is used as a medium of exchange in international 
transactions, nevertheless, international trade is primarily the exchange 
of one nation's goods for the products of another nation. This counti y, 
for example, buys coffee from Brazil; and from the proceeds of the sales, 
the Brazilians are able to purchase machinery here. Basically, however, 
it is equally true that coffee was exchanged for machinery. If, instead 
of this single transaction, one considers the many deals that this country 
carries on, not only with Brazil, but with all the nations of the world, 
it is possible to construct a sort of statement listing on the credit side 
goods and services rendered by this country to other countries, and on the 
debit side goods and services rendered to the United States by foreign 
countries, over a definite period of time. This statement itemi/ing the 
various commercial and financial transactions taking place over a definite 
period of time in a country is called the balance of international pay- 
ments. 

If, for example, we were to draw the balance of payments of the United 
States for the year 1946, we would list on the credit side the cash or credit 
claims this country has against foreign countries, and on the debit side 
the claims that other nations have on the United States. The statement 
will of course include only the credits and debits for the year 1946. 

The items listed in the balance of payments are divided into two 
different groups. The first are called the visible items, and the second 
are the invisible items. 

The visible items are represented by tangible things, such as mer- 
chandise, gold, and silver, which are imported and exported. 

The invisible items are not so easy to determine as the visible, which 
may be obtained from the shipping invoices. The invisible items are 
represented by services received that involve the transfer of cash. Some 
of the principal invisible items are ocean freight, interest paid on shares 
of stocks and bonds of American concerns held by foreigners, tourists' 
expenditures, and so forth. 

In a previous paragraph it was pointed out that the balance sheet con- 
tained debits and credits. The natural question to raise is: "Which 
items are to be considered as debits, and which as credits?" The answer 
is that goods and services received from foreigners are debits, and goods 
and services rendered to other people outside the United States are 
credits. 
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The principal credit items are as follows: 

1. Export of merchandise. This naturally represents sales of goods 
made abroad, for which the foreign buyer must pay cash. It is one of 
the most important items of balance of payment. For example, in the 
year 1939 the United States received payments for merchandise sold 
abroad in excess of three billion dollars. 

2. Services rendered by this country to foreign countries. This item 
includes shipping expenses representing charges collected by American 
steamship companies, and money spent here by tourists. 

3. Interest and dividends due to Americans. This item is represented 
by investments made abroad by Americans on which foreign firms pay 
interest or dividends. 

4. Remittances received here from Americans working in other 
countries. These are cash disbursements. 

5. Money sent here to pay for stocks and bonds issued by American 
concerns and bought by foreigners. Obviously, when a foreigner places 
an order for shares of stock, he must pay for them in the same manner 
as if he bought merchandise from this country. 

6. Payments made by foreigners against money they have borrowed 
from United States banks and other institutions, such as loans. 

7. Miscellaneous items. These include royalties paid by foreigners 
for the use of patents, motion pictures, and plays. 

The debit items are represented by the items this country buys abroad, 
and for which it must pay in cash. The most important are: 

1. Merchandise sold in this country by foreign nations for which the 
United States must remit cash. This item, which in 1939 amounted to 
over $2,300,000,000, is balanced out by this country's selling goods and 
services to other countries. 

2. Services rendered to this country. When this country ships goods 
abroad in vessels other than American carriers, payment is, of course, 
required. The money expended by tourists is another item that must 
go on the debit side. 

3. Money remitted from this country by immigrants to their relatives 
abroad. This represents an obligation against the United States. 

4. Insurance and banking services rendered to this country. For ex- 
ample, when some foreign insurance company issues a policy to cover 
the shipment of goods or to cover any other service, that service must be 
paid for in cash by this country. The services rendered by foreign banks, 
such as commissions for collecting bills of exchange, are a similar obliga- 
tion. 

5. Capital invested abroad by Americans. When capital is invested 
abroad in any type of business venture, it must be paid and transferred 
abroad; hence, it becomes a debit on the balance of payment. 

6. Dividends and interest paid to foreigners against investments which 
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they have made in this country. These are also debit items against this 
country. 

7. Miscellaneous items. These include royalties paid to foreigners for 
the use of their patents, or royalties due to authors and artists. 

Besides these, there are others just as important, but which do not 
come within the category of trade and services. They are the move- 
ment of gold to and from this country, and the movement of capital. 

What advantages does the foreign credit man draw from the study of 
such a balance sheet? The obvious reply is that it enables him to follow 
the trend of business as represented by the merchandise sold and bought 
and the movement of gold, which so directly affect the price levels of any 
country. 

Factors Affecting the Rate of Exchange 

There are other forces affecting the rate of exchange, besides those 
of supply and demand for the currency. From experience, it is known 
that radical social reforms, political disturbances, crop failures, and 
similar events fatally affect the financial stability of a nation. The value 
of its currency suffers accordingly. 

As a practical guide to follow in studying the consequences any 
national event or action might have on the financial condition of a 
country, the following signs should be watched: 

1. Forces affecting the rate of exchange adversely: 

(a) Lack of confidence in the country because of political disturb- 
ance or internal conflicts. 

(b) Disturbances in the prices of commodities. 

(c) Declining foreign trade, resulting in an unfavorable balance 
of trade, followed by: 

(d) Abnormal outward shipment of gold or the enactment of 
exchange control restrictions. 

2. Forces affecting the rate of exchange favorably: 

(a) Stable government. 

(b) Active export trade. 

(c) Stable and profitable prices. 

(d) Confidence in the country. 

Since it will be almost impossible for the foreign credit man to become 
a monetary expert, he should seek the advice of bankers and exchange 
dealers in an effort to foresee: 

1. Whether the country's currency will suffer rapid fluctuations. Re- 
member that it is relatively unimportart to know that the drachma is 
worth a fraction of a cent, but it is vitally important to know that the 
value of the drachma will remain stable. 

2. Whether the currency is bound to decline in value. If so, what 
are the possibilities of recovering its normal value? Will it be revalued? 
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Generally speaking, if the factors affecting the rate of exchange 
adversely are the outcome of seasonal lulls in business, the rate of ex- 
change is bound to recover any loss that it has suffered as soon as the 
crops begin to move, or business improves, and the period of transition 
ends. On the other hand, if the ailments of the nation are deeply 
rooted, it will be a long time before the rate of exchange reaches a normal 
level. In fact, the country might be compelled in self-protection to 
establish a rigid control over international dealings to avoid financial 
chaos. 

Gold Standard 

When a country adopts the gold standard, it accepts gold as the 
standard of value. In other words, under the gold standard all obliga- 
tions are to be paid in coined gold. In practice such is not the case, for 
ordinarily creditors waive this right and accept "promises" payable in 
gold on demand. These notes are issued only by governments and banks. 
They are, of course, backed by sufficient gold reserves held in the vaults 
of the central banks or by the government. The important point to bear 
in mind is that such promises, as issued, are payable in gold upon demand. 
Consequently, the gold standard exists when the government guarantees 
to redeem on demand its paper money in gold. The gold standard 
demands three main requirements: 

1. There must be free coinage and free movement of gold. 

2. Gold is redeemed on demand for any other form of money, such as 
paper. 

3. Gold is accepted as legal tender. 

When a country goes off the gold standard, the government ceases to 
convert its paper currency to gold. 

Gold Exchange Standard 

In countries where gold exchange standard exists, the local currency, 
which consists largely of silver coins, is redeemable in bills of exchange 
payable in gold in some other country, say the United States, if the 
United States is on the gold standard. 

Bimetalism or Double Standard 

Bimetalism exists in a country where the government opens its mints 
to the free coinage of gold and silver, at a fixed rate. 

Silver Standard 

In essence, the silver standard functions when the government opens 
its mints to the free coinage of silver. The same principles regulating 
the gold standard apply also to the silver standard. Of course, silver, 
and not gold, is the accepted standard of value. 



222 ANALYZING THE RISKS 

Future Contracts 

Early in this chapter, the risk the foreign credit man assumes when 
prices are quoted in foreign currencies was explained. It was also 
pointed out that this hazard may be lessened by taking advantage of the 
services offered by banks willing to buy foreign money. Briefly, the 
procedure is to make a contract with a bank for the sale of any foreign 
currency acquired through sales abroad. 

A practical case is a transaction representing the sale of silk yarn to 
Argentina, amounting to $30,000,000, to be delivered over a period of 
three months, on terms of 30 days date. Prices were quoted in pesos and 
figured at the rate of four pesos to the dollar. In other words, the order 
amounts to 120,000,000 Argentine pesos. 

The credit man, of course, wants not foreign currency, but U. S. 
dollars. He therefore calls at his bank as soon as the sale is consummated, 
outlines his problem, and offers to deliver to the bank every 30 days 
for a period of three months, starting, say, on October 17th, 40,000,000 
Argentine pesos. 

The bank quotes the rate indicated above, or four pesos to the dollar, 
and proceeds to draw a contract making the transaction binding. 

As the first lot of silk is shipped, the credit man draws a bill of ex- 
change for 40,000,000 Argentine pesos and delivers it to his bank to- 
gether with the shipping documents. On maturity date the buyer in 
Buenos Aires honors the draft, and the proceeds are credited to the bank 
in New York, which in turn credits its client with the payment in dollars. 

If the importer fails to pay the draft on the due date, the foreign 
credit man must deliver to his bank the pesos contracted for, or 40,000,000, 
unless he is able to arrange with the bank for an extension permitting 
him to deliver the Argentine currency 30 days later. 

This method of selling exchange for future delivery is also adaptable 
to houses selling goods from consignments held abroad, or to manu- 
facturers having branches in foreign lands. 

The Currencies of the World 

Each country, as already has been said, has its system of currency. 
France, for example, has the franc; England the pound sterling; Argen- 
tina the peso; Venezuela the bolivar, and so on. Yet, in spite of these 
differences in systems, these currencies are closely related to each other, 
primarily because of the fact that when nations trade with one another 
they agree to settle the debts arising from such transactions in terms 
of their currencies. 

For example, if the United States sells to England, the payment will 
be made in dollars or in pounds sterling. It will follow then that 
when an exporter sells to an English concern a certain number of bales 
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of cotton at $50 a bale, there must exist a relationship between these 
two currencies that will make it possible for the buyer in England to 
know how many pounds sterling he must put up in order to pay for 
each bale of cotton. If he finds from his bank that he can obtain, 
say, $5 for each pound, the bale of cotton will cost him 10. 

How does the bank arrive at that price? 

If both countries' currencies are on the gold standard, the govern- 
ments fix by law the amount of gold the unit currency must contain. 
In other words, if Jones has 23.22 giains of gold, and that happens to 
be the amount of gold in one dollar, Mr. Jones then has the equivalent 
of a dollar. If he has five times that amount, he has enough gold to 
obtain a pound sterling. It follows then that by knowing the amount 
of gold contained in one currency, and the amount of gold contained 
in another foreign currency, it is possible to determine the par of ex- 
change by dividing the weight of gold contained in one currency by 
the weight of gold contained in the other currency. Through this 
method of calculation, the foreign credit man computes the par value 
of exchange. However, the possibility of such computation does not 
mean that the exchange value will remain unchanged. On the con- 
trary, there are, as noted before, many forces affecting the relation be- 
tween one currency and another, such as the demand for exchange, and 
the social and political conditions of the countries. 

The next question that might arise is how to determine the rate of 
exchange between a country that is on the gold standard and another 
that has left the gold standard. The primary factor to consider is the 
general price level. Let us assume that the United States is on the 
gold standard and that Colombia, whose currency is quoted as five pesos 
to the dollar, goes off the gold standard. If the price level of that 
country rises to such a point that it takes ten pesos to buy the same 
article that originally cost five pesos, it naturally follows that a dollar 
will then, when exchanged into Colombian pesos, bring ten pesos. 
Of course, there are other forces that affect this exchange, but in a gen- 
eral way the average price level is the main factor in determining the 
exchange rate between a currency that adheres to the gold standard and 
another currency that has left the gold standard. 

The main currencies of the world are: 

Country Unit 

Argentina Peso 

Australia Australian Pound Sterling 

Belgium Belgian Franc 

Bolivia Boliviano 

Brazil Cruzeiro 

British Honduras U. S. Dollar 

Canada Canadian Dollar 

Chile Peso 

Colombia Peso 
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Country Unit 

Costa Rica Colon 

Denmark Koruna 

France Franc 

Great Britain Pound Sterling 

Greece Drachma 

Guatemala Quetzal 

Republic of Honduras Lcmpha 

Italy Lira 

Japan Yen 

Mexico Peso 

Netherlands Guilder 

New Zealand Pound Sterling 

Nicaragua Cordoba 

Norway Krone 

Paraguay . Guarani 

Peru Sol 

Philippine Commonwealth Peso 

Portugal Escudo 

Russia Chervonitz 

El Salvador Colon 

Spain Peseta 

Sweden Krona 

Switzerland . . Franc 

Turkey Piaster 

Union of South Africa Pound 

Uruguay Peso 

Venezuela Bolivar 

The Sterling Bloc 

Although almost every political unit of the British Empire has its own 
separate and distinct local currency, the most common units used through- 
out the Empire have been the pound sterling, the rupee, and the dollar. 
The natural question to ask now is: "What has maintained the monetary 
coherence so noticeably among the wide-spread political units of the 
Empire?" 

First of all, as has been said: in spite of the separate units used, it is 
noticeable that the most important and most-used units of the Empire 
are the pound, the rupee, and the dollar, with the pound predominating 
over the other two, with the result that this condition has created a 
tendency to consider the various units as one. 

Second: for years the pound and the dollar have been the two prin- 
cipal currencies used in international trade, a situation that has nat- 
urally created a sort of common denominator for the common dealings 
and friendly condition which strengthened the monetary ties. Even 
after England went off the gold standard, the Dominions and Colonies 
continued to follow the sterling, rather than establish some other, system. 

The tendency to follow the lead of the pound sterling even after the 
pound had broken away from the gold standard was most instrumental 
in creating what was called the "Sterling Bloc." In a general way the 
term was used to differentiate between two groups of nations. 
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In one group were the countries that continued to use the gold stand- 
ard, like the United States and Fiance; in the second group were in- 
cluded the countries that had broken away from the gold standard but 
linked their currencies to the pound sterling. This second group was 
called the Sterling Bloc. 

The countries belonging to the Sterling Bloc pegged the value of their 
currencies to the pound, and their central monetary reserves were held 
mostly in the form of London funds instead of gold or some other for- 
eign exchange. By following this policy, these countries followed also 
the fate of the pound. England, of course, became more or less a sort 
of custodian that not only assumed the responsibility of keeping the 
pound stable, but also accepted the duty of stabilizing the currencies of 
the other nations which belonged to the Sterling Bloc. 

The countries which belonged to the Sterling Bloc were the United 
Kingdom and the Biitish Colonies, some of the British mandates, the 
British Dominions except Canada and Newfoundland, Egypt, Iraq, 
Portugal, Norway, Sweden, Finland, and Iran. 

The influence exerted by the pound within these countries naturally 
favored trade relations with England, and indirectly handicapped the 
American exporter. 

The Sterling Area 

The war that started in 1939 put an end to the above arrangement, 
and a new system was created, known as the "Sterling Area/' 

There are certain resemblances between this new system, brought 
about by the war, and the old Sterling Bloc system, created because of 
the financial crisis of 1930. 

The Sterling Area has been a system of co-operative exchange con- 
trol, through the association of several countries, most of which originally 
formed part of the Steiling Bloc. The latter, however, did not exert 
any restrictions in converting funds into foreign exchange. If, for 
example, Noiway had funds in London, it was free to convert its funds 
into dollars. Under the present airangement, that is, the Sterling Area, 
Norway is restricted by certain procedure from converting freely its 
pounds sterling held in London into dollars or other currencies. The 
same regulations apply to Egypt, Argentina, and the other countries 
that have associated themselves with the Sterling Area. Under this sys- 
tem, England is not only the guardian of the funds, but the manager as 
well. In 1946 England had under this arrangement over three billion 
pounds sterling, or more than fourteen billion dollars in all, tied up 
in London. 

There is no question that this system, if continued, will affect foreign 
trade tremendously. However, there is already a pronounced tendency 
to press for the solution of this problem; and no doubt the International 
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Monetary Fund, which aims to replace the old bilateral trade agreements 

with multilateral trade arrangements, will assist in the solution. 

Exchange Control 

It has been indicated that a nation lacking the facilities to overcome 
an unfavorable balance of trade as a rule effects a control over all ex- 
change transactions. Through this procedure the government regulates 
the transfer of funds from one nation to another, and also exerts a 
direct control over its foreign trade. 

Exchange control also tends to do the following: 

1. Avoids the flight of capital from the country. 

2. Insures the importation of essential commodities needed by the 
country. 

3. Counteracts the dumping of foreign goods. 

4. Insures the payment of new foreign debts, and also tends to ac- 
cumulate enough foreign exchange to pay the old debts. 

5. Provides a means to allocate exchange. 

6. Exerts influence as a political weapon when needed. 

7. Regulates the international trade of a nation using a managed or 
planned economy. 

Before accepting business from any country exercising control over its 
exchange transactions, the foreign credit man should inquire as to the 
procedure the importer must follow in order to obtain foreign exchange, 
and also ascertain the delays experienced by other exporters in receiv- 
ing their funds from such markets. 

This question demands a close study, and compels the exporter to 
decide on the policy to follow when doing business under such restric- 
tions. 

Free market. A free market is one in which the government does 
not exercise any control over foreign exchange transactions, and the rates 
are set by bidding. 

Blocked or frozen accounts. Blocked accounts are credits held in 
the country of the debtor by the authority of his government. They 
are liquidated when the government authorizes the sale of exchange 
permitting the transfer of the blocked currency to the creditors. 

Certain Conditions and Some Possible Remedies 

Throughout this book the necessity has been stressed for a close study 
of the exchange risk before granting any credit to a foreign buyer. In 
fact, the rule should be to refuse business intended for countries lacking 
the ordinary facilities to obtain dollar exchange. 

It is of utmost importance to watch the behavior of every currency. 
The foreign credit man should be alert and guard himself against any 
contingencies or possible rapid changes in the financial condition of the 
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market, especially one with which he is dealing actively. He should 
follow the exchange quotations, watch the trend of the exchange, and, 
as soon as he notices any adverse sign, he should seek the advice of 
bankers and exchange dealers. 

As often happens, exchange restrictions are enacted without warning. 
The immediate effect is that importers are not allowed to buy, or can- 
not buy, at any price, foreign exchange to meet their bills abroad. In 
these circumstances, what can the foreign credit man do to recover 
the debt? 

In most cases very little can be done. The restrictions usually im- 
posed aie so strict that all obligations must remain unhonored; and if 
paid, they are paid in the currency of the debtor country. 

If circumstances permit, the foreign credit man should instruct the 
agent to accept payment in the currency of the country, and to exchange 
it for dollars at whatever rate he can get. 

Another method to follow is to have him buy real estate with the 
foreign cuirency, the nation's bonds, stock of well-known local corpora- 
tions, raw materials, or any commodity that could be transported and 
sold in this country. 

Besides the extreme condition just outlined, and the exceptional 
markets enjoying stable currencies, there is a third group of nations 
whose money falls at certain times of the year, and then recovers. These 
fluctuations are caused principally by seasonal business lulls and aie not 
severe enough to cause alarm. 

From these markets, the foreign credit man will receive requests for 
extensions on maturing bills. The importer, as a rule, explains that at 
the expiration of the extra time requested the exchange will have im- 
proved and he will immediately honor the bill. 

This lequest is not motivated by the lack of dollars, but because the 
importer's currency has decreased in value, and he naturally dislikes to 
take a loss. Suppose, for example, that the firm of Mejia 8c Cia owes 
$1,000, which it intends to liquidate at maturity date at the normal 
rate of five pesos to the dollar. On the day its representative calls at 
the bank with 5,000 pesos to buy a draft on New York for $1,000, he 
finds that the rate is six pesos to the dollar instead of five. He must 
then put up 1,000 pesos more to cover the face value of the bill. To 
avoid this loss, he asks the foreign credit man to permit him to defer 
the payment of the draft for 30 days, during which time the exchange 
will improve. 

The obvious questions to ask are: "Will the exchange improve at the 
end of 30 days?" "Is the importer entitled to receive such benefit?" 

The bank should be able to answer the first question; and the an- 
swer to the second question will be revealed by reports gathered on the 
importer, and by the importer's past paying record. 
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If the answers to these questions are satisfactory, the procedure may 
be as follows: 

1. The foreign credit man asks the importer to accept a new draft and 
to agree to pay interest for the extra time requested. 

2. The importer must agree also to deposit native currency with the 
bank to cover the debt at the rate of exchange prevailing on the date 
the draft matured. 

3. At the expiration of the extension, the bank without consulting 
the importer exchanges the currency deposited by the importer into 
dollars, which are immediately remitted to the seller. If the exchange 
has improved, there will be some money due to the importer. If, on 
the contrary, the exchange has not improved, the bank will proceed to 
convert the currency into dollars, as noted before. Furthermore, the 
importer must agree to satisfy any losses the exporter might suffer by 
reason of further declines in the rate of exchange. 

Foreign Trade under Government Restrictions 

So far, the discussion has dealt with the difficulties encountered by 
the importer in transferring funds under exchange restrictions. It has 
been noted that, from the moment the control is effective, all payments 
made and accruing since the date the restriction went into effect are 
held frozen at the bank, and will be transferred as soon as the govern- 
ment permits the individual importer to purchase foreign exchange. 

In these circumstances, what are the possibilities of trading again with 
such a market? 

The answer to this question leads to the study of numerous types of 
restrictions. If the foreign credit man decides to do business under these 
restrictions, he will do well to comply with the formalities required by 
the board which directs all exchange transactions. The more generally 
known types of exchange control are as follows: 

1. In totalitarian states, international commerce is monopolized by the 
State; either directly, through dictatorial powers authorizing the ad- 
ministrator of the foreign trade board to buy and sell commodities in 
the international market for the account of the State; or indirectly, by 
exerting control over foreign dealings. This latter method tallows indi- 
vidual exporters to sell abroad as much as they can, although they must 
deliver to the government their foreign exchange holdings. Individual 
importers are also allowed to function, but their purchases are regulated 
by a board from which they must obtain permission to import goods. 

If the government exercises complete monopoly of foreign trade, pur- 
chases made on credit by the authorized functionary are made in the 
name of the State, to which the foreign credit man must look for payment. 

This situation demands a thorough investigation as to the stability 
and financial condition of the government, and a knowledge as to how 
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the government has discharged its foreign obligations in the past. 

The sources from which the credit department may obtain informa- 
tion dealing with the above conditions are the banks, the credit agencies, 
other exporters, bond traders, or a personal interview with the purchas- 
ing agent for the foreign government. If the transaction is of any 
importance, the seller should seek the advice 61 the United States gov- 
ernment. 

If, on the other hand, the foreign government allows the importation 
of goods by means of permit, the foreign credit man must assure him- 
self: first, whether such permit has been granted; and second, whether 
the government will grant the foreign exchange required, or withhold 
the payment, allowing the funds to be used only for the purchases of its 
own commodities. 

2. Barter system. The foreign government, because of its lack of ex- 
change, takes over the functions of selling and buying goods abroad, and 
carries such trade on a barter basis. In the circumstances, the individ- 
ual exporter should consult the United States government officials for 
advice. 

3. Markets with quota restrictions. The government publishes lists 
of the commodities allowed to be imported, and grants permits for the 
importation of the goods and for the purchase of exchange to be ap- 
plied only against such purchases. 

4. Markets where importers are allowed to buy exchange in the free 
market, after obtaining a permit from the foreign government. 

5. Markets where essential raw materials and necessities are imported 
without restriction, whereas other commodities, such as manufactured 
goods, are subject to license. 

6. Markets lacking foreign exchange or the means to create balances 
abroad, and consequently devoid of the facilities to finance foreign pur- 
chases. These markets do not offer any protection to the exporter and 
should be avoided. 

7. Nations which permit free market operations, and also issue permits. 
Under the first arrangement the importer is allowed to buy exchange in 
the open market; however, the open market rate is higher than the 
official rate. Under the second arrangement the importer applies for 
a permit to purchase exchange at the official rate, and, when it is issued, 
he proceeds to make his purchases abroad. 

Releasing Documents to Obtain Exchange 

There are as many types of restrictions as there are countries impos- 
ing exchange regulations. Obviously, therefore, it is impossible to state 
definitely the procedure to follow in releasing documents to permit the 
importer to obtain exchange. The rule should be to Study the regula- 
tions and be gyjdejl accordingly. 
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In a general way, the most common practice to follow is one of the 
following: 

1. Release the documents to the importer against trust receipt or 
the type of receipt used in the circumstances. He will then proceed to 
make application to obtain the exchange he needs. 

2. Release the documents against trust receipt or any other receipt 
and demand a partial deposit in local currency as a guarantee; or re- 
lease the documents against a full deposit in local currency for the 
amount of the shipment. The buyer himself must agree to apply for 
the exchange. 

3. Release the documents without any deposit or trust receipt, and 
allow the importer to attend to all formalities for obtaining exchange. 

4. Arrange with the agent, or with the bank, if it is willing, to pre- 
sent the documents to the exchange board for the purpose of obtain- 
ing the exchange necessary. This procedure is rarely accepted by the 
importer. 

The method to be adopted depends on the demands of the board of 
foreign exchange, and, of course, on the confidence the foreign credit 
man has in the importer. 

Exchange Clearing and Payment Agreements 

The sudden curtailment of the transfer of foreign payments left sub- 
stantial sums of money due to exporters "blocked," or "frozen" in the 
vaults of foreign banks. 

To watch for the opportune moment when foreign exchange would be 
available and the money transferred meant years of waiting. These 
adverse conditions naturally challenged man's ingenuity, and he re- 
sponded with several schemes, each one designed to meet the nation's 
needs. Among the plans devised were the following: 

Clearing agreement. This was created to permit the release of 
frozen money from Country A, which has exchange restrictions, to 
Country B, which has no exchange limitations, and which buys more 
from Country A than it sells to it. For example, when Argentina re- 
stricted the sale of foreign exchange, it had a favorable balance of trade 
with England. This circumstance permitted these two countries to 
enter into a clearing agreement, whereby Argentina's buyers would pay, 
for purchases made in England, to a named bank in their own country, 
entrusted with the working of the arrangement. At the same time the 
English importers would pay to a designated bank in London for their 
purchases in Argentina. At the end of a certain period, these two ac- 
counts would be balanced by England's transporting to Argentina what- 
ever money was due to that country. This arrangement was possible 
because Argentinian exports exceeded her imports in her trade with 
England. 
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The banks acting as collecting agents for the contracting parties of 
the agreement also attend to the payment of bills due to exporters in 
their own currency. 

Payment agreement. This arrangement operates differently from the 
previous one. Nevertheless, the aim is the same: to break the deadlock 
caused by the shortage of foreign exchange, and to permit the continu- 
ance of foreign trade. The Payment Agreement, by necessity, limits 
sales from Country A, which has a fiee exchange market, to Country B, 
which suffers a shortage of foreign exchange. 

Let us take another hypothetical case, and, as in the previous problem, 
let us assume that England has a free exchange market, and also has 
frozen balances in Argentina because of the fact that the latter govern- 
ment has restricted the sale of foreign exchange. 

The question arises: "How can Argentina, or any other nation under 
similar conditions, liquidate the blocked balances and continue to pay 
for current foreign purchases?" 

It can do so by arranging a Payment Agreement, whereby England con- 
sents to pay in full for her imports from Argentina and also agrees to 
limit her sales to that country, thus permitting Argentina to build bal- 
ances in London. These balances, of course, will be applied to liquidate 
the frozen payments owed to English exporters. 

Compensation or barter agreement. Under this arrangement the 
contracting nations agree to exchange their products without the inter- 
ference of any monetary consideration. 

If a similar agreement is carried on between individuals, it is called a 
Private Compensation Agreement. 

Reciprocal trade agreement. To undo the harm caused to interna- 
tional trade by restrictions imposed on foreign exchange dealings and 
the enactment of high tariffs, the United States contributed the Reciprocal 
Trade Agreement. The object of this policy is to provide the United 
States with a technique permitting it to receive from other countries a 
fair treatment in the allocation of foreign exchange. This is accom- 
plished by means of a commercial treaty extending mutual commercial 
concessions beneficial to the two contracting nations, and calling for 
the removal and prevention of discrimination against American com- 
merce. 

In practice, the United States Government consents to reduce its 
tariff on certain imports, if the other nation extends either a correspond- 
ing decrease in the duties on American commodities or some other ac- 
ceptable commercial concession. 

For example, if the United States consummated a trade agreement 
whereby this nation agreed to reduce its tariff on certain goods coming 
from Belgium, that country in turn would also agree to lower its duties 
on certain American products. 
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The Future 

What are the prospects for the future as far as trade regulations are 
concerned? To the foreign credit man the future must always be a 
question mark, a problem to be answered. It might be said, however, 
that the future as far as foreign trade is concerned depends on the 
policies that the nations of the world will adopt. It is hoped that they 
will eliminate the nationalistic and self-sufficient tendencies that have 
prevailed for so many years. It is also hoped that the nations of the 
world will pledge their full co-operation for the establishment of an in- 
ternational bank to facilitate the restoration of international trade; and 
will link this plan to a monetary fund that will make possible the 
stabilization of the exchange. Then, and only then, will the nations of 
the world be able to eliminate their exchange restrictions and re-establish 
free international trade. 

The Exporter as an Importer 

Early in this chapter the possibilities were discussed that the payments 
made by importers might be blocked because of lack of dollars. In 
Chapter VII, when analyzing the foreign markets, it was also mentioned 
that at times the exporter might find himself deprived of selling goods 
to a particular country because of existing regulations restricting, more 
or less, foreign dealings to a system of barter. 

Under the first condition, the foreign credit man has to devise some 
method of withdrawing whatever funds he may have tied up or blocked 
abroad. Under the second condition, if the exporter wishes to save his 
markets and his investments in this business, he must conceive a plan 
adaptable to prevailing regulations. 

Let us take a practical case. Let us assume that the exporter was 
doing a profitable business with Chile back in 1932. As is known, about 
that year Chile suffered severe financial reverses, so much so that ex- 
porters were unable to get their funds out of Chile and had to discon- 
tinue selling in that market because of the drastic exchange controls 
enacted. 

The exporter, in order to get his funds out, would have to buy Chilean 
products with the blocked funds, ship them to the United States, and sell 
the imported goods in this country. 

If the exporter wanted to continue doing business with Chile under 
the prevailing exchange regulations, he had to follow the procedure as 
outlined above. It became evident, therefore, that the exporter would 
do well to establish his own import department. 

The establishment of such a venture requires as much care as establish- 
ing an export department. First the exporter must examine the pos- 
sibilities of selling the imported goods in this country. Such examina- 
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tion demands that he should survey this market with the object of de- 
termining what products produced in Chile would be acceptable to the 
American trade. The study will be similar to the one presented in 
Chapter VI of this book when considering the extension of credit 
abroad. It will involve considering certain questions, as follows: 

1. Is there a ready market in the United States for the product or prod- 
ucts the exporter intends to bring from abroad? 

2. Is the exporter sure that the Chilean Government will not demand 
the dollars arising from his sales in the United States? 

For example, if the exporter contemplates importing hides in the hope 
of getting his funds out of Chile, he might find that the government 
would demand that he turn over to the Central Bank the dollars he 
will get in this country for selling the hides. It is true that Chile will 
give so many pesos in return for the dollars, but such a regulation would 
naturally defeat the aim of the exporter, which is to get dollars in New 
York. In the circumstances the exporter must import some other 
Chilean product, free from any prohibitive restriction, which would al- 
low him to receive payment in dollars in New York. 

3. What competition will the imported product encounter in the 
United States? 

4. Can the exporter select a reliable man in Chile who will purchase 
and ship the goods the exporter intends to import into the United 
Stales? 

5. If there is no demand for the product to be imported, can the ex- 
porter create a demand for it? 

Organizing for imports. The exporter who wishes to go into the 
importing business must recognize the fact that the United States market 
is a highly competitive and complex one, requiring special knowledge. 
Consequently, he must either venture to sell the product himself, or 
engage the services of a competent person who knows the import busi- 
ness and is also a capable salesman. Another alternative is to arrange 
with a local merchant to handle the distribution of the product on a com- 
mission basis. 

Transporting the goods. As stated before, the exporter must depend 
on some reliable agent who is not only a capable buyer, but is also ac- 
quainted with the procedure of shipping merchandise to the United 
States. The most efficient way to select such a man is to visit the market 
and find the man best suited for the job. If the exporter is not able 
to call on the market, he must depend on the recommendation of his 
friends, or his bank, who would be in a position to recommend a man 
with the proper qualifications. Perhaps one of the American forward- 
ing agents with foreign branches could assist him in this respect. 

Customs procedure. All merchandise coming into this country must 
be cleared through customs at the port of arrival. This clearance is done 
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by the importer himself, or by an authorized agent. It is far more con- 
venient for the importer to engage the services of a customs broker, who 
has been duly licensed by the Treasury Department of the United 
States, to perform the required service of clearing shipments through 
customs. The customs broker must receive the necessary authoiity to 
permit him to represent the importer. The duties will be paid by the 
exporter, who will naturally charge them to the cost of the goods. 

Financing the imported goods. Once the goods have gone through 
customs, the next step is to distribute the goods to those customers who 
have already placed their orders. The question then arises: "Who will 
assume the credit risk?" 

There are three possible answers to this question: 

a. The exporter, who imports the merchandise, may assume the credit 
risk if he possesses sufficient financial means. 

b. The exporter, needing financial assistance, may go to his bank and 
obtain a loan or discount his domestic bills. Under this procedure the 
seller naturally assumes the credit hazard, but receives financial aid from 
his bank permitting him to finance these import transactions. 

c. The exporter obtains the services of a factor, who agrees to guaran- 
tee the exporter's sales in this country, and assume the credit risk. The 
factor will also agree to finance the exporter's transactions by discounting 
his bills as they are created. This method of financing is discussed more 
in detail in Chapter XV. 

The procedure is simple. The exporter merely calls on a factor; 
when an agreement is reached a contract is drawn. In substance the 
contract states that on those sales submitted by the seller and approved 
by the factor, the latter will assume the credit risk. Furthermore, the 
factor also agrees to advance a certain portion of the bills assigned to 
the factor, as soon as the goods have been shipped and accepted by the 
buyer. 

The arrival of the goods. As soon as the goods from abroad arrive 
in a United States port, the steamship company will send a notice to 
that effect to the consignee, whose duty it is to claim the shipment with- 
out delay. If the shipping documents have not been received with the 
shipment, he must then file a guarantee with the steamship company, 
permitting him to take possession of the merchandise. 
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CHAPTER XII I 

EXPORTS FINANCED BY THE SELLER 



Five Methods of Financing Export Business 

There are five methods for financing foreign trade: 

1. By the seller: the exporter sells on teims, and assumes the market 
and exchange risks. 

2. By the seller with the assistance of the bank: the exporter makes 
an arrangement with his bank to discount his foreign bills. 

3. By the buyer: the importer buys for cash. A typical case is that 
in which the foreign merchant remits cash with order. 

4. By the buyer with the assistance of his bank: the importer requests 
the bank to assist him in financing his purchases abroad. Such assist- 
ance is generally accomplished by means of letters of credit. 

5. By the factor: the factor guarantees the seller's foreign sales. 
This chapter discusses the first two methods: export business financed 

by the seller; and export business financed by the seller with the aid of 
his own bank. 

Chapter XIV deals with the subject of financing of export business by 
the buyer, and also discusses the fourth method, export business financed 
by the buyer with the aid of his bank. This discussion naturally brings 
up the question of handling sales against commercial letters of credit. 

Chapter XV takes up the last method: financing export sales through 
the services of a factor. 

Factors Affecting the Terms of Sale 

The exporter who finances his foreign business not only assumes the 
risk of the individual buyer but also accepts the hazards of the market 
and of the exchange. Obviously, before deciding on the terms of sale 
to be granted to any particular importer, the foreign credit man must 
estimate these three risks, namely: the market, the exchange, and the 
credit of the individual buyer. If, for example, the market is politically 
unstable and the exchange is strictly regulated, the terms of sale will 
not be the same as if the political and exchange conditions were normal. 

In addition to these considerations, the foreign credit man will also 
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appraise the effect that the following factors may have on the terms to 
be granted to the importer: 

1. Nature of the merchandise. Short terms will invariably be ex- 
tended for the sale of perishable goods and products affected by the 
weather. Fashion and style should also be taken into consideration 
when appraising the terms of sale on certain products. For example, 
stamped silks and shoes, whose style and designs change frequently, will 
necessitate the granting of short terms. 

2. Geographical considerations. The distance from the source of 
supply to the market and the transportation facilities further influence 
the attitude of the foreign credit man in regard to terms. It would be 
practicable to sell on short terms, such as 30 days date, to a near-by 
market. On the other hand, markets located far away from the United 
States, or markets that are inaccessible during certain periods of the 
year, will receive longer terms. 

For example, yarn is sold to Cuba, which is near this market, on terms 
of 30 days; whereas to Uruguay, which is far from this country, it is sold 
on terms of 90 days sight. There is no doubt that the development of 
air freight will affect this procedure. For a detailed discussion of this 
problem, refer to Chapter XI. 

In the Appendix has been included a table listing the most common 
terms extended to the various markets of the world. 

3. Demand and supply. The demand for an article also controls the 
terms of a transaction. An easily salable article will invariably be of- 
fered on short terms; but merchandise such as patent medicines and 
luxuries will require much longer terms. 

4. Terms granted by competitors. The credit terms that competitors 
grant will, without doubt, affect the attitude of the foreign credit man 
concerning the terms of foreign sales. Uniformity can be achieved, how- 
ever, by agreeing with the competitors to limit the teims to be granted 
in each territory. A way to start these negotiations is to consider each 
market by itself, or to group neighboring nations as one unit for ex- 
ample, Central America and the West Indies, the Scandinavian States, 
and so forth and then to determine terms that will be fair to both the 
importers and the exporters. 

These agreements are usually arrived at through negotiations carried 
on by export managers or foreign credit men. From the list of terms 
appearing in the Appendix, it will be seen that as a rule the terms granted 
vary anywhere from sight draft to 90 days sight or 120 days date. These 
terms are known in international trade as short terms to distinguish 
them from long terms, which cover anywhere from six months to a 
year or more. 

5. Foreign competition. In order to meet the competition of other 
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nations, businessmen in this country must consider the terms granted by 
other countries to their customers in every market of the world. 

Before World War II, both England and Germany put forth very stiff 
competition against the United States. In fact, that competition ex- 
plains, to some degree, the reason for granting such terms as 90 days 
sight draft (which is the equivalent of about 120 days date) on cotton 
yarn sold in Uruguay. If such competition did not exist, the terms could 
be shortened to 30 days sight. 

6. Terms already accepted by the market. If yarn, for example, is 
sold to Cuba on 30 days date draft, these terms become standard for 
that product there; and, all things being equal, it would be difficult, if 
not impossible, to shorten them. 

7. Products and services that require special terms, such as machinery, 
automobiles, or the construction of public works. 

8. Lack of financial facilities. Such a lack will invariably affect the 
terms of sale. An exporter with limited working capital must sell on 
short terms, whereas an exporter with ample funds will grant longer 
terms. 

9. Products that require terms in special circumstances. During hard 
times when business is slow, dealers in raw materials at times ship their 
commodity, such as cotton, on consignment to be held at the point of 
destination and sold whenever there is a demand for the product. For a 
detailed discussion of Consignment Accounts, see Chapter XVI. 

Extra Cash Discount 

The one great objection against export business is that capital is usu- 
ally tied up too long. One way to overcome this is to offer the mer- 
chandise at a substantial discount if payment is made on presentation 
of documents. 

If this method is followed, great care should be taken to select buyers 
who are financially able to meet payments on demand. Under this 
arrangement it will be necessary to dispatch all the shipping documents 
and draft by air mail. The financial success of this plan will depend, 
to a great extent, in refusing to allow the cash discount if the drawee 
delays payment of the bill. To make this policy effective the collecting 
bank must be instructed not to allow a cash discount if the draft is not 
paid immediately upon presentation. 

Mail Time, Bank Charges, and Interest 

When considering the question of terms, the foreign credit man should 
not lose sight of the time required for the payment, after it has been 
made, to reach this country. This time is called "Mail time." 
It is the custom in the Far East to insert a clause on the face of the 
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draft instructing the bank that interest must be collected from the 
drawee from the date of the draft to the approximate date of the ar- 
rival of funds at the point where the exporter is located. This clause, 
known as the "Far East Clause," reads as follows: 

Payable with interest at the rate of % and all charges from date of draft 

until approximate date of arrival of cover in New York. Payable at the col- 
lecting bank's current selling rate for on demand drafts of telegraphic transfer 
on New York. 

In dealing with Central and South America, the practice is to in- 
clude such interest charge on the bill. For example, if a draft is drawn 
on Guatemala at 60 days date, the exporter will include in the expense 
bill (see page 27 for definition of an expense bill) an item for interest 
for 30 days, which measures the time it takes to receive the funds in 
New York. Incidentally, it is worth mentioning now that the ex- 
porter should also collect from the drawee all banking charges and 
fees. Collection is accomplished by adding to the expense bill the bank's 
commission, bill of stamps, and all other items that the collecting bank 
must deduct from the face of the draft. Bank's charges, when added in 
the draft and not included in the expense bill, as a rule are refused by 
the drawee. 

Another item that should be included in the expense bill is interest 
for extra time granted and interest on the money advanced for freight 
charges, insurance fees, and other expenses incurred. 

The exporter should also collect interest for any overtime taken by 
the customer in paying a bill. The rate of interest is usually about six 
per cent per annum. 

See Illustration 7. 

Terms to Be Extended by the Seller to the Buyer 

1. Current account. Under this arrangement the customer receives 
the original shipping documents; or they are mailed, as instructed, to 
his broker or his consignee at the port of entry. In the latter case, copies 
of the invoice and expense bill are sent directly to the buyer. Payments 
will be made at the expiration of the terms. If the bills are anticipated, 
the corresponding interest is credited to the customer's account. On the 
other hand, if his remittances are delayed, interest is charged for the 
extra time taken, and the corresponding bill will be submitted to the 
importer. These terms also permit the customer to make periodic remit- 
tances to be credited to his account. Every three months or so, a state- 
ment is mailed for comparison. These terms are granted only to first- 
rate houses. 

Incidentally, in cases where the customer requests the foreign credit 
department to pay for other purchases he has made at various sources 
in this market from available funds, a careful notation should be made 
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of all details pertaining to the transaction, such as the number of the 
invoice paid, its amount, the number of the check, and, in fact, any in- 
formation that will enable the importer to identify the payment. It is 
customary to collect a small fee for such services. 

2. Open account. As in the previous case, the documents are sent 
directly to the customer or the consignee. If to the latter, the required 
copies of the invoice and the expense bill are mailed to the importer 
without delay. Care should be taken that the shipping papers are sent 
on the steamer carrying the merchandise. If this arrangement is not 
possible, they should be forwarded by air mail. 

Payments are made direct by the buyer at the expiration of the terms. 
Remittances should be accepted only by draft on New York, Interna- 
tional Money Order, or U. S. currency. Currency remitted by mail is 
sent at the risk of the sender. These terms are granted in the textile 
trade, but only to well-known houses enjoying an excellent reputation. 
In other lines, as drugs and chemicals, such liberal terms are almost 
unknown. 

In order to compel the customer to comply with the terms of the sale, 
a notation should be made on the invoice to the effect that the total 
value of the shipment is payable in acceptable bankers' drafts drawn in 
U. S. dollars on New York, and interest will be charged for any extra 
time taken by the importer. 

Should the importer abuse these terms by frequent delays in paying his 
bills, the foreign credit man should insist on restricting future sales to 
draft terms. 

3. Cash by return mail. Under this agreement, the shipping docu- 
ments are remitted diiectly to the buyer or to the consignee at the port 
of entry. The importer is to pay as soon as he receives the shipping 
papers sent by air mail or by the steamer carrying the goods. Failure to 
do so means delay in receiving payment on the scheduled time. 

It is unnecessary to dwell on the advantages derived by dealing under 
such terms, but in order to discourage delays in the settlement of bills 
a high rate of interest (not less than 6 per cent per annum) should be 
charged for extra time taken by the importer in paying the bills. Fre- 
quent delays, of course, should be sufficient warning to the foreign 
credit man to limit the account to draft terms. 

Payment Against Draft 

A bill of exchange, or as it is more commonly known, a draft, is an 
evidence of debt, either for value received or for services rendered, and 
it is accepted as a negotiable instrument. See Illustration 3. 

The drawer is the person who draws and signs the draft. It is he who 
sells the goods or has rendered the service in other words, the creditor 
or exporter. 
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The payee is the party on whom the title of ownership is vested, or 
in whose favor the draft has been made. In most cases it is a bank, which 
will act as collector of the bill. In some cases the payee is the creditor 
himself. In such cases, when the draft is sent for collection through 
a bank, it requires an endorsement. 

The drawee is the party on whom the draft is drawn, or the buyer. 

A draft is presented to the drawee for two purposes: 

1. For acceptance, if the bill of exchange is a time item. That is, 
the importer expresses his willingness to pay the amount of the draft at 
a specific future date by writing across the face of the draft the word 
"accepted," the date, and then placing his signature underneath. 

2. For payment on due date. Of course, if the draft has been drawn 
at sight, it is unnecessary to have it accepted. 

When a draft is paid on presentation or at maturity, it is said to have 
been "honored." 

The draft may be drawn in English, having the same legal standing as 
one drawn in the language of the country where it is presented for 
payment. In case of litigation, however, it must be translated, with 
consequent delay and increased expense. 

Time draft. As the name implies, such a document is payable at a 
future date, which must be stated on the face of the draft. Under this 
classification there are two main divisions: 

(a) Date draft, the maturity of which will fall due in a definite num- 
ber of days after the shipment of the goods. The most common terms 
used in export business are: 30, 60, and 90 days date. 

(b) Sight draft, in which class are drafts payable a designated number 
of days after presentation and acceptance by the importer. For exam- 
ple, if the draft is drawn at 90 days after sight against a buyer located in 
Australia, its maturity is figured from the date the bill of exchange is 
presented and accepted by the drawee. The date written on the face 
3f the draft when accepted is the date used. In other words, the matuiity 
is prolonged by the time the instrument is in transit and by the possible 
delay on the part of the drawee in accepting the draft. 

Remember that the maturity of the draft actually begins from the 
iate the drawee signs and dates the acceptance of the bill of exchange, 
and not before. 

The tenor of the draft depends on several elements already discussed 
sit the beginning of this chapter. 

Grain, for example, is sold for the most part on sight and seven days 
after sight. Cotton piece goods are sold anywhere from 60 days date to 
90 days sight. 

Payment on presentation of sight draft with documents attached. 
(Abbreviated S/DD/P). 

There are three explanations given for accepting foreign orders pay- 
able against sight draft with documents attached: 
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-I. The exporter lacks sufficient capital to grant terms of 30, 60, or 
90 days. 

2. The merchandise, or the practice of the trade, demands such short 
terms. 

3. The importer's credit is not strong enough to receive better terms. 
Often after the foreign credit man has refused regular terms to a 

buyer, he expresses his willingness (perhaps with a sense of security) to 
ship the order on sight draft with shipping documents attached. He 
rightly assumes that on the arrival of the merchandise the customer will 
immediately call at the bank, pay the draft, and within a reasonable time 
the proceeds of the bill will be received in New York, thus closing the 
transaction. There is a further feeling of security inasmuch as the 
drawee cannot obtain the goods until the draft has been paid. This 
condition in itself seems to avoid the credit risk. 

Both of these views are correct in theory, but sometimes incorrect in 
practice. The reason is that in business, as in Hie, things do not always 
follow in logical sequence or adhere to a plan. Obstacles and dif- 
ficulties are bound to arise. 

Such contingencies should be appraised. In the first place, the drawee 
or buyer will be compelled not only to pay the full amount of the draft, 
but also to meet the import duties, taxes, and other incidentals. These 
additional sums the drawee is requested to pay before he is even per- 
mitted to receive the goods from the custom house. 

In other words, a shipment forwarded, let us say to Haiti, on sight 
draft terms, for about $1,000 will mean that the customer will have to 
raise no less than $1,400 to $1,500 before he may take possession of the 
merchandise. It is assumed in this case that the duties and other charges 
amount to no more than 50 per cent of the value of the goods bought. 
Naturally in such circumstances it will be impossible for a small importer 
to raise such a sum at a moment's notice. If he had available cash, it 
would be more advantageous for him to pay in full in New York and 
benefit by the extra discount. Hence the reason for assuming that the 
drawee will often delay the payment of a draft until he has raised the 
necessary funds, usually 30 days or so. It is safe to add that the foreign 
credit man will not succeed in collecting the interest for the delay, 
even with the aid of the agent. 

Another factor to be considered is customs regulations. In many 
countries it is required that all shipments be cleared within a definite 
time after the unloading of the merchandise. If the buyer does not pay 
the draft within that period and move the goods, the shipment may be 
sold by the customs officials to recover the customs duty. This practice 
means that in order to avoid a loss the agent will have to expedite the 
removal of the shipment and place the merchandise in a bonded ware- 
house. The extra expenses covering cables, warehouse charges, duties, 
and additional insurance charges will be paid by the exporter. 
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Still another point to consider is the fluctuation of prices and ex- 
change. During unsettled times, the possibility exists that the buyer 
will refuse or be unable to take the shipment it the value of the goods 
has dropped. The result is that the foreign credit man must wait for 
his payment, grant concessions, order the goods to be resold in the open 
market, or have them reshipped. Any of these possibilities spells losses. 
To avoid this situation the foreign credit man should demand before 
shipping the goods on sight draft a deposit of no less than 25 per cent 
of the value of the merchandise. This advance will be used as a guaran- 
tee against any possible loss. 

Other pitfalls against which the foreign credit man must guard are 
regulations concerning bills of lading and exchange control procedures. 

When making a shipment on sight draft terms, with documents at- 
tached, the bill of lading must be issued "to order," or in the name of 
the seller. Thus the title to the merchandise remains with the exporter, 
who transfers it to the collecting bank after the bill of lading has been 
endorsed. 

Naturally if the commercial regulations of the country to which the 
goods are going do not allow steamship companies to accept "to order" 
bills of lading, 1 it will be futile to take orders on sight draft-docurnents- 
attached terms, since the seller will have no control over the merchan- 
dise thus shipped. In fact, the importer can obtain possession of the 
goods without paying for the drafts. 

Another regulation that must be taken into consideration is the one 
that permits importers who lack the shipping papers to secure the goods 
on the presentation of an affidavit, which costs very little, showing the 
shipment is intended for him. With this paper he can obtain the goods 
without paying for the draft. 

A third method open for the buyer to obtain the goods shipped on 
a sight draft-bill of lading-attached basis is to give a bond to the proper 
authorities at the port of entry. Immediately upon presentation of 
such guarantee the goods are released. As in the previous case, the 
buyer may obtain the goods before liquidating the draft. 

In countries where exchange transactions are controlled, the govern- 
ment or its agents demand, before selling any exchange, that the buyer 
produce the shipping documents to prove that he is buying the foreign 
exchange to pay for the importation of goods. 

Obviously when a shipment is made to a foreign customer on sight 
draft with documents attached, the seller must instruct the bank to 
release the shipping papers to permit the importer to obtain exchange. 
This action will also permit the importer to obtain the goods without 
paying for the draft. 



i Order shipments are not permitted to Colombia, Honduras, and Venezuela. 



EXPORTS FINANCED BY THE SELLER 245 

Before accepting an order payable on presentation of sight draft with 
documents attached, it becomes indispensable for the credit grantor to 
ascertain: 

1. Whether "to order" bill of lading offers its intended protection 
and is acceptable by the steamship company. Lacking this assurance, 
it would be wise to use caution or decline to grant such terms unless the 
buyer is financially responsible. 

2. Whether the shipment could be obtained without the presentation 
of the corresponding original shipping documents, but on delivery of 
a bond or an affidavit. 

3. Whether there are exchange regulations. 

The documents to be attached to the draft are the following: 

(a) Bill of lading, issued "to order" or in the name of the exporter 
and endorsed in blank. 

(b) Consular invoice when required. 

(c) Certificate of origin when requested. 

(d) Insurance certificate endorsed in blank. 

(e) Commercial invoices and expense bill, as well as any other docu- 
ments requested by the buyer or the government. 

Clean and documentary draft. If this discussion is limited to trade 
bills only, it is well to know that there are two main types of draft used 
in foreign trade. The first is known as a clean draft, in which case the 
bill is sent to the bank for collection unaccompanied by any of the 
shipping documents. As a matter of fact, the original shipping papers 
should be dispatched to the consignee at the port of entry on the steamer 
carrying the goods. The draft is thus sent for collection directly to 
the foreign bank or through a local bank. In either case it will be pre- 
sented to the drawee for acceptance and payment on its due date. 

A documentary draft is one to which all original shipping papers are 
attached and released against payment or acceptance, as the case may be. 
The advantage derived from this arrangement is that the exporter holds 
title to the goods until the documents are released to the buyer. 

Drafts are drawn payable to the bank or to order. In the latter case, 
the draft must be endorsed when delivered for collection or for discount. 

Endorsing the drafts. All bills of exchange, if endorsed, must be 
endorsed and signed by a person legally authorized to do so. In some 
countries, Cuba, for instance, the authority of the person signing should 
be expressed with the signature. 

The endorsement should include the full name of the bank, entity or 
person to whom title to the bill is passed. Such endorsement as used 
in this country payable to "any bank or banker" is not approved. An- 
other requirement that should be observed is to date the endorsement 
clearly. The date may be affixed with a rubber stamp, but should be 
made part of the endorsement. 
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PAY TO THE ORDER OF 

CENTRAL HANOVER BANK AND TRUST COMPANY 
NOVEMBER 11, I?... 

VILLIAMJ3ELIN COMPANY, INjft_ 

^ S *s 

vftr 




Illustration 54. ENDORSED DRAFT. The above illustration rep- 
resents a 30 days sight draft, issued in the name of the drawer, who must 
endorse the draft on the reverse side before sending it foi collection. 

Rubber-stamped signatures arc not considered valid and consequently 
should be avoided. 

Sending the draft for collection. Whether or not a foicign draft is 
discounted, it must be sent out for collection through a bank. 

In very rare instances does the ciedit man mail the bill of exchange 
directly to the importer to be accepted and returned. 

The issue then becomes whether the bill should be sent for collec- 
tion through the exporter's bank or mailed directly to the collecting 
abroad. This decision depends mainly on the policy of the 
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house. The foreign credit man, howcvei, should not lail to consider 
these important elements bearing on the question: 

1. The facilities the bank oifeis for handling the collection of foreign 
bills. 

2. The responsibility and financial standing of the institution. 
Instructions to the collecting bank. When a foreign bill is sent for 

collection, the bank should receive clear and detailed instructions. The 
bank is not familiar with your business, the customs of your trade, or 
the manner in which you want the documents and the draft to be 
handled. Therefore be explicit, and indicate in your letter of instruc- 
tions the following data: 

1. The full name and address of the drawee. 

2. The amount and tenor of the draft. 

3. The documents attached to the draft. Inform the bank if they 
are to be delivered to the drawee against payment or acceptance of the 
draft. 

4. If the acceptance or payment of the draft is to be delayed until 
the goods have arrived. 

5. Whether the documents should be icleascd against trust receipt, 
or against icceipt to permit the drawee to obtain exchange from his 
government's agency. 

6. Whether the draft should be protested if not paid on due date. 

7. Whether the bank should cable for nonacceptance or nonpayment. 

8. Whether funds are to be cabled, sent by regular steamer, or by 
air mail. 

9. Rate of interest to be collected for delay experienced in the receipt 
of payment lor the draft. 

10. Whether collection charges, stamps and other expenses are to be 
collected from the drawee. 

11. The name and address of the foreign icpresentative. Indicate his 
powers. 

12. Whether the draft is sent for collection, or is to be discounted. 

13. Whether the commission due to the agent is to be paid from the 
proceeds of the draft. 

Collection charges. If the exporter has riot included the bank's fees, 
commissions, stamps, and other charges in the expense bill or invoice, 
the drawer should instruct the bank whether such items are to be 
collected from the drawee, or arc to be waived if the importer refuses 
to pay them. 

In case of need. Not always do business transactions follow a logical 
and perfect sequence. Unavoidable obstacles appear occasionally. Per- 
haps the documents were drawn at vaiiance from the original instruc- 
tions, or the merchandise lacked the same finish as the sample. Such 
irregularities must be adjusted. Such adjustment cannot be effected 
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by letter, since it would take too much time. Cables are rather ex- 
pensive, and so the logical thing to do is to instruct the bank to communi- 
cate with the agent, in case of need. The bank must be informed ex- 
actly how much authority the designated person has, and whether or 
not his instructions are to be accepted as final. 

Interest. There should be no question concerning the collecting of 
interest from any customer who delays the payment of his bills. In fact, 
the bank should be instructed to demand that interest be paid by the 
drawee for any extra time taken by him. This policy is not only fair, 
but by insisting upon it, the credit department discouiages unnecessary 
delays. 

If the bank does not succeed in collecting the interest when the draft 
is finally paid, the customer should be notified that the interest involved 
has been charged against his account. A practical method to follow is 
to add such charges to the following draft. 

Protest. The bank should know with all certainty whether the draft 
should be protested for nonpayment or not. Failure to give such in- 
structions may be accepted to mean not to protest, when in reality the 
intent was to have it protested. In some countries this formality is in- 
dispensable in proving the legality of the debt, and it facilitates matters 
in case of a suit. The general rule to follow is to consider the circum- 
stances and when advisable to adhere to the policy of having the draft 
protested for nonpayment as a matter of precaution. Bear in mind, how- 
ever, the expense involved when taking such action. 

Sales made in foreign currency. In making a sale in foreign currency, 
either in open account or against draft, it is practicable to avoid the ex- 
change risk as much as possible by transferring it to a bank or an exchange 
dealer. The procedure is the same as outlined in Chapter XII under 
the heading, "Future Contracts." Briefly stated: the credit man makes 
a contract with the bank whereby the foreign currency accruing on a 
certain date, or over a certain period of time, is purchased by the bank. 

Notices to the customer. It is customary to notify the importer about 
every draft drawn on him covering merchandise shipped to him. The 
advice may be in the form of a letter, specifying the name of the steamer 
carrying the goods, the date and amount of the invoice, the customer's 
order number, the number of the draft, and the name of the bank through 
which the bill was sent for collection. In fact the letter should contain 
any information that will assist the importer in identifying the trans- 
action. 

Accepting the draft. By accepting the draft is meant the action taken 
by the drawee to recognize the debt, thus making the transaction legally 
valid. It is executed by a duly authorized person. The acknowledgment 
is made when the drawee writes on the face of the draft the word "ac- 
cepted," stamping the date next to it, and signing underneath. 

Illustration 56 shows a bill properly accepted by the drawee. 
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The Practice in the Far East 

The common terms of sale to buyers in the Philippine Islands, India, 
and China, are "60 or 90 S/D D/P." Under this procedure the customer 
does not receive the shipping documents until he pays the draft. He 
receives the benefit of 60 or 90 days in which to raise the sum required. 
During this period the importer as a rule disposes of the goods by means 
of samples, promising delivery of the goods to correspond with the 
expiration of the terms granted. It is the piactice, in drawing such 
drafts, to authorize the collecting bank to release the documents, against 
trust receipt, at its own risk. For this reason it is advisable to stamp 
or insert in the letter of instructions the following authority: 

We hereby authorize the collecting bank on their own responsibility and 
in their discretion to deliver documents against trust receipt, with the under- 
standing that they assume full responsibility for the prompt payment of this 
item at maturity. 

Thus the collecting bank assumes all responsibility for the payment of 
the draft at maturity should it release the documents to the drawee. 

As stated before, bills drawn on merchants in the Far East collect in- 
terest from the date of the bill until the approximate date of arrival of 
the funds in New York, or the point where the pioccccls should be re- 
mitted. 

Before the foreign credit man gives authoiity to the bank to release 
the documents against trust receipt, he must of course ascertain: 

1. The legal standing of the trust receipt in the country where it is 
issued. 

2. The financial strength of the bank. 

Export Business Financed by the Exporter with the Assistance of 

His Bank 

The answer to the problem of whether to discount the foreign bill 
or send it to the bank for collection depends on the answers to two 
questions: 

1. Does the exporter need the money? If he has ample capital with 
which to finance his foreign sales, he has no need for using the bank's 
facilities. If, on the other hand, his capital is not sufficient to finance 
his foreign orders, he must arrange with his bank to discount some of 
his foreign bills. In other words, the sales he is able to finance he sends 
out for collection; the balance he discounts at the bank. 

2. Will the bank agree to discount the foreign bills? The bank, be- 
fore replying, will want to know the type of customer the exporter sells to, 
the destination of the goods, and the kind of merchandise he handles. 

If, for example, the foreign bills are drawn on importers deserving 
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credit facilities, the merchandise is readily marketable, the exporter enjoys 
the confidence of the bank, and, finally, there are no great difficulties in 
obtaining dollars from the market where the goods arc to be sold, then 
the exporter will find no difficulties in discounting his foreign bills at 
the bank. 

Discounting the Foreign Bill 

Assuming that the bank is willing to discount the foreign bills, the 
foreign credit man arranges: 

To sell the bill of exchange to the bank without recourse. This prac- 
tice is rarely, if ever, followed by banks. However, the procedure is 
that the banks agree to pay the exporter, without recourse, a portion or 
the full value of the draft, less collection charges and interest, calculated 
at the current rate for the length of time elapsing from the day the bill 
is sold until the funds are received from abroad. 

To have the bank discount the drafts with recourse, (a) A bank might 
advance the full face value of the draft less interest, computed at the 
current rate for the time elapsing from the day the bill is discounted until 
the funds arrive from abroad, less collection charges and other fees. 

(b) The bank might advance from 60 to 90 per cent of the value of the 
bill less interest computed as above, less other charges and fees. The 
balance, of from 10 to 40 per cent is kept as a guarantee against possible 
claims, and is payable to the exporter after the drawee pays the draft. 

A clean draft, or one to which no shipping documents have been 
attached, is not acceptable for discount unless the drawer's credit is 
acceptable to the bank. 

When documentary drafts are discounted, the bank may request the 
exporter to sign a letter of hypothecation. 

If the importer fails to pay the draft regardless of whether it is a clean 
or documentary bill, the drawer must refund the amount advanced by 
the bank. 

Bills drawn in foreign currency may be discounted in the same manner, 
provided, of course, that the bank is prepared to do so. 

Another course to follow in obtaining funds against foreign bills is 
to arrange with the bank for a line of credit, say, of $10,000. At the 
same time the foreign credit man binds himself to hypothecate enough 
foreign drafts to support this loan. 

In practice, the amount of foreign bills demanded always exceeds the 
credit accomodation. For example, against a loan for $10,000 the foreign 
credit man will be requested to pledge from $12,000 to $15,000 of foreign 
bills, or more. Furthermore, the bank is free to call for additional 
collateral at any time and exercises full recourse for any draft dishonored 
by the importer. 

Letter of Hypothecation. Before a bank agrees to discount any 
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foreign bills, it first investigates the credit responsibility of the drawer. 
In other words, whenever an exporter wishes to obtain advances against 
his drafts drawn on a buyer located abroad, he must convince his bank 
that he is entitled to a line of credit. At this point it might be well to 
say that a line of credit is the amount of money that a bank is willing to 
lend a customer who promises to pay it back at some future date. 

The bank may also request the exporter to sign what is called a letter 
of hypothecation. This is a document by means of which the bank 
establishes its legal rights to the documents and the merchandise repre- 
sented by the draft discounted. By virtue of the letter of hypothecation, 
the bank obtains complete control (a lien) over the merchandise shipped, 
and the corresponding shipping papers. 

In a general way this document binds the exporter to agree as follows: 

1. That he will deliver to the bank all necessary shipping papers. 

2. That he will take adequate marine insurance in the name of the 
bank. 

3. That he will give detailed instructions to the bank for the handling 
of the documents. 

4. That he will advise the bank in regard to the action to be taken in 
the event the goods are refused or the draft is dishonored by the drawee. 

5. That he will agree to indemnify the bank for all expenses in han- 
dling the draft. 

6. That he will authorize the bank to resell the goods in the event the 
drawee refuses to accept the shipment. 

7. That the bank has the right to call for additional collateral when- 
ever the bank deems it necessary. 

The next step the bank takes is to investigate the drawee. It is true 
that the bank looks to the drawer (the exporter) for the reiunding of 
any money advanced in case the drawee (the importer) lefuses to honor 
the draft; nevertheless, it is only natural and fair for the bank to deter- 
mine the credit responsibility of the firm on which the discounted draft 
is drawn. 

In practice, the bank exerts its right to sell the goods, which the drawee 
has refused, by turning over the letter of hypothecation to its foreign 
agent, who then proceeds to recover the merchandise and sell it for the 
account of the bank. Nowadays this type of financing is rarely used. 
The general practice is for the bank to assign a line of credit to the 
exporter; the latter not only presents to the lender bank his own signed 
note, but also delivers a specified amount of foreign bills. 

If, for example, the bank assigns a line of credit of $20,000 to Jones & 
Company, at the time they wish to draw the $20,000 they present to the 
bank their note for $20,000 and an equal or larger amount (as the arrange- 
ment calls for) of foreign bills as collateral. 

On this basis, the bank may advance the full face value of the foreign 
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bill, or a portion of it. Interest is charged at the arranged rate for the 
time the loan is outstanding. Whether the exporter signs a letter of 
hypothecation or his own note, he must follow the same procedure for 
obtaining funds from the bank against his foreign bills: that is, he first 
draws his draft on the foreign buyer for the value of the goods plus 
ocean freight, marine insurance, and other acceptable chaiges. To this 
bill of exchange, which the exporter delivers to the bank for discount, 
he attaches: 

1. A negotiable bill of lading endorsed in blank or in the name of the 
bank. 

2. The marine insurance certificate. 

3. The commercial invoices. 

4. Consular invoice if required. 

5. Certificate of origin. 

6. Licenses or any other documents required. 

7. A letter of instructions similar to the one shown in Illustration 11. 
The bank discounts the bill. As soon as the exporter has delivered 

his draft and the corresponding shipping documents to his bank for 
discount, the bank will follow one of two procedures: 

1. It may credit the exporter with the face value of the draft LESS 
interest from the date the bill is discounted to the approximate date of 
receipt of the proceeds of the bill from abroad. However, in order to 
eliminate additional adjustments in determining the amount of interest 
to be charged (since it is not certain when the proceeds from abroad will 
be received in this country), the bank usually deducts irom the face value 
of the draft the interest for the tenor ot the draft; but when the proceeds 
are actually received from abroad, an adjustment is made for the addi- 
tional interest covering the time it takes for the payment to reach the 
bank. 

For example, if the foreign credit man presented at his bank for 
discount a bill of exchange drawn on a foreign buyer located in Monte- 
video, Uruguay, for $10,000, on terms of 90 days date, and the bank has 
fixed the rate of discount at 5 per cent, then the foreign credit man will 
receive $10,000 less interest for 90 days at the rate of 5 per cent, or 



Face value of the draft $10,000.00 

Discount for 90 days at the rate of 5% 123.98 



Proceeds to be credited to the exporter $ 9,876.02 

When the draft is finally paid by the exporter, the bank will charge 
the exporter's account for: 

(a) The time it took the payment to come from Uruguay to the United 
States, say 30 days. 
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(b) Collection charges by the banks, both here and abroad, if such 
charges were refused by the drawee. 

2. In the second method, the bank agrees to advance only a portion of 
the foreign bill, say about 80 per cent of the face value. In other words, 
the bank retains 20 per cent of the amount of the draft. The usual 
procedure is as follows: 

Face value of the draft $10,000.00 

Discount for 90 days at the rate of 5% 123.98 



$ 9,876.02 
Amount retained by the bank 2,000.00 

Amount credited to the exporter $ 7,876.02 

When the draft is finally paid, the bank will credit the exporter with 
the $2,000, less: 

(a) Interest for the time it took to receive the foreign payment, say 
30 days. 

(b) Collection charges. 

If the foreign bill is drawn in foreign currency, say in pounds sterling, 
then the bank will convert the proceeds of the draft into dollars at the 
prevailing rate of exchange and proceed as before. If it is assumed that 
the draft is for 2,000, the terms of the draft are 90 days date, and the 
pound sterling is quoted at $5 to the pound, then the bank proceeds as 
follows: 

Face value 2,000 @ $5 $10,000.00 

Discount for 90 days at the rate of 5% 123.98 

Amount to be credited to the exporter $ 9,876.02 

When the payment of the foreign draft is received by the United States 
bank, the exporter's account will be charged for the time it took the 
money to reach this country, and for the collection charges. 

Export Sales Financed by Investment Houses 

The construction of railroad lines, the building of electric plants, or 
similar undertakings requiring the importation of foreign machinery or 
implements entail the expenditure of substantial sums of money. As a 
rule, payment for such purchases are made over a long period of time 
and are handled by means of a conditional sales contract or a similar 
arrangement, which must be in agreement with the legal requisites of the 
foreign country. 

If, for some reason, the manufacturer, seller, or contractor is not in a 
position to finance this type of transaction as outlined above, he could 
overcome the difficulty by financing the deal through the co-operation 
of an .AlPf rican investment house. In other words, the required money is 
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raised by floating a loan in the open market, and in the name of the 
foreign country or municipality. If the credit of the contracting firm is 
acceptable, the loan could be floated in the form of bonds. 

Still another way open to finance this type of foreign business is through 
the facilities offered by the United States Government's fiscal agencies, 
such as the Export-Import Bank. 

Finally, the contractor could convince various banks to form a pool 
to absorb the loan required to finance the project. 

Banker's Acceptance 

This document offers another means by which the exporter may finance 
his sales. Its significance and functions can be understood by taking a 
practical case. 

We shall assume that a responsible buyer in South Africa places an 
order for shoes with a Boston manufacturer for about $5,000, payable 
on terms of 60 days sight. 

The American merchant accepts the order and at the same time makes 
arrangements with his bank to finance this transaction by means of a 
banker's acceptance. 

On the day the seller ships the shoes to South Africa, he proceeds to 
draw two drafts. 

The first draft he draws on his bank for the amount of the shipment, 
$5,000, on terms of 60 days sight. As agreed, the bank accepts this bill. 
The exporter then will cithei discount the acceptance at his bank, or he 
may sell it in the open market. 

The second draft, drawn on the foieign buyer, is delivered to the bank 
together with the required shipping documents, and is sent abroad for 
collection. When this bill is paid by the importer, the American bank 
applies the proceeds to liquidate the sum advanced to the exporter. Of 
course if the importer fails to honor the draft, the exporter must re- 
imburse his bank for the total amount borrowed. 

Another method similar to the one just discussed is for the importer 
to arrange with his bank to instruct its office abroad, or its correspondent, 
to accept drafts drawn on the foreign bank, provided such drafts are 
accompanied by the documents giving proof of the shipment of goods 
intended for the named buyer. 

Let us take the transaction outlined above, adding that the South 
African buyer has notified Hill Brothers, as seller, that his draft drawn 
on the Johannesburg Bank, Ltd., will be accepted by the First National 
Bank of Boston upon delivery of the shipping documents. 

On the day Hill Brothers ship the shoes, it draws a draft on the South 
African bank, presents it to the First National Bank for acceptance, and 
at the same time delivers to the bank the proper shipping documents 
covering the consignment of shoes for South Africa. The American bank. 



EXPORTS FINANCED BY THE SELLER 257 

as instructed by the Johannesburg Bank, Ltd., accepts the diaft and 
returns it to Hill Brothcis, who will either discount it or present it 
again on its due date for payment. 

This arrangement could also call for the draft to be drawn on the buyer 
instead of the foreign bank. Hie remainder of the transaction will be 
cai ried on exactly the same as indicated above. 

Banker's acceptances are extensively used by exporters to finance con- 
signments of goods held abroad. Under this arrangement the goods are 
stored in a warehouse under the control of the collecting bank. As the 
foreign agent sells the product, he instructs the local buyer to pay the bill 
to a named local bank. These funds are then forwarded to the American 
bank to apply against the outstanding acceptances issued by the exporter. 



CHAPTER XIV 

EXPORTS FINANCED BY THE IMPORTER 



The Buyer Finances His Foreign Purchases 

Export transactions financed by the importer are principally limited 
to the following methods: 

1. Cash with order. The term is self-explanatory. The customer 
remits the full amount of the purchase with the order. This sum should 
include the cost of the goods plus tiansportatioii and insurance charges. 
If the amount received is not sufficient to cover the total value of the order, 
either reduce the quantity requested, or ship the full amount ordered, 
drawing at sight with documents attached for the balance due. 

2. Cable remittance. Under this arrangement, as soon as the order 
is ready for shipment, the buyer is so notified by cable. On receipt of 
his remittance, the goods are delivered to the steamship company for 
transportation abroad. These terms are extended to financially respon- 
sible importers, who will not renege on their contracts. 

3. Payment made through a confirming house. A confirming house , 
as a rule, is a resident buyer, an exporter, or a foi warding agent who 
agrees to confirm and to pay for orders sent by importers to manufacturers 
or exporters in this country. If the credit and responsibility of the 
confirming house are unquestionable, the foreign credit man should 
not hesitate to accept this form of payment. He should, however, bind 
the arrangement he has made with the confirming house by means of a 
written guarantee. 

To understand the manner in which a confirming house assumes the 
responsibility of paying for the orders placed in this country directly 
by a foreign buyer or through the exporter's agent, it would be better 
to take a practical case. 

Let us assume that Ibo 8c Company of Mombosa, East Africa, sends to 
Iselin Jefferson Company, Inc., an order for $2,000 calling for 5,000 
yards of gingham, and the order specifies that payment will be made 
through Ibo & Company's confirming house in New York. 

As soon as the order is received, the foreign credit man will inquire 
of the confirming house whether it has instructions from Ibo 8c Company 
to pay for the order in question. If the confirming house agrees to assume 

258 
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ORIGINAL 



FOREIGN orriL.es -AT 

LONDON . LIVERPOOL 

UENOC AIREe . AO I>AUUO 

OLAOOW . RIO DC JAMBIRO 



D. C. ANDREWS & CO.. INC. coot. USED 

FOREIGN FREIGHT CONTRACTOR* LIEBERS - CNTLCY'V 

27 & 20 WATER STOUT WCSTKHN UNION *.t.c. 
New YORK 4. N Y. 




DCAConf. No. 



Gentlemen. 

Wm arm pleated to confirm and par for the above order nder condition* epecified belowi 
Account of 

Description and Quantity 

Price* and Term* Approximate Total Amount f 

Mark packaffe* Pack suitably for export 

Snip via 

Consigned to 

Railroad 

Son** u* tno bill of Udinf wita 

Track UDO 

Payment. 
Spoctat Remark* 



Confirmation > .ubjecl to expiration by Umitatioa o 194 . U 

preclamationt the exportation of tkee article* i* prohibited without an Export Llc*n, you muit obtai 
the State Department, before thippinf tbo good* and tend it to us. In such eases, thu confirmation will 
us if we do not have the License. 

Anything herein to the contrary notwithstanding, this Company shall not bo responsible if by 
in!on, insurrection, blockade, interdict, war (whether declared or actual), riot, civil war, internal disturb 
motion or military or usurped power or by order of any civil authority, or for any other simitar reason th 
U rendered unable to complete the performance of any of its undertakings here under 



of 

disturbance, com* 



MAXADAMSKY 



Your* very truly, 

D C. ANDREWS A CO , INC. 

Per 



All shipment* handled in accordance with tho terms and condition* appearing on our acknowledgment 
of shipping instruction form, copy of which will be furnished upon requett 



Illustration 57. LETTER OF AGREEMENT SENT BY CONFIRMING HOUSE. 

the liability involved in this transaction, it will forward to Iselin Jefferson 
Company, Inc., instructions confirming the arrangement. It will indicate 
in the agreement under what conditions it will pay; that is, on presenta- 
tion of shipping documents, or so many days after submission of a com- 
mercial invoice. Of course, it is up to the foreign credit man to determine 
first whether the credit standing of the confirming house is acceptable. If 
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not, he should then make arrangements to accept the order on a cash 
basis. 

The credit executive should also scrutinize the conditions stated in the 
letter of confirmation to see if these conditions agree with the policy of 
the house, and with the terms of the contract received from Ibo 8c Com- 
pany of Mombosa. Illustration 57 shows the type of letter of agreement 
usually sent by a confirming house. 

Payment against delivery of dock receipt. Under this arrangement, 
payment is made on presentation of the dock receipt, showing the goods 
have been delivered to the steamship company's pier. The dock receipt 
is merely an acknowledgment by the steamship company that certain 
goods have been received for transportation abroad. It is not a negoti- 
able instrument. As a matter of fact, it is nothing more than its name 
denotes: a receipt. (See Illustration 6.) 

These terms should be accepted when the buyer enjoys the full con- 
fidence of the foreign credit man. If not, it is imperative to investigate 
him thoroughly, more so, upon considering that once the merchandise is 
delivered at the pier in the buyer's name, the steamship company will 
consider him the owner of the goods. 

These terms, payment against delivery of dock receipt, are usually 
requested by resident buyers of foreign houses, who are frequently 
financed by the importer, by means of letters of credit. 

The Buyer Finances His Foreign Purchases with the Aid of His Bank 

One of the ways in which the importer or buyer finances his foreign 
purchases is by means of a commercial letter of credit. To understand 
the way such an instrument is established, it will be well to present a 
practical case. 

Let us assume that Bazbaz 8c Cia of Mexico City has placed an order 
with Howard G. Godfrey 8c Company, Inc., of New York for rayon yarn, 
and that the order amounts to $650 payable against a documentary 
commercial letter of credit. The question then arises: How does Bazbaz 
8c Cia establish a commercial letter of credit, permitting the seller, 
Howard G. Godfrey & Company, Inc., to get paid for the yarn it will 
ship abroad? 

The procedures are as follows: 

Method A 

1. The first step is for Bazbaz 8c Cia to call at its bank in Mexico with 
the request that the bank issue a commercial letter of credit in favor of 
Howard G. Godfrey 8c Company, Inc., of New York, for $650.00. 

2. If the bank agrees, it will then proceed to prepare the document, 
similar to the one shown in Illustration 58. 

3. Once the commercial letter of credit has been drawn in accordance 
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with the specifications detailed by the buyer, the Mexican bank will mail 
it to the seller in New York. 
4. The bank will also notify its correspondent in New York that it has 
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SHBS. HOWARD G. GODFR3Y & CO* INC. 
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*w York. U.S. A* 



AVISO IMPORTANTC. 



* u pngo o 



MUV *EAORE NUETRO* 

PO* ORDEN ot Piled J2708ujHnoa. y Cia. 

V PO* CUSNTA Oil BlSBO* 
HIMOS ABIERTO A U FAVOR UN CREDITO iTrtTOCablt HASTA POM LA CANTIOAD DK 

Dili* 650.00 SEISCIENTOS CINCUBNTA DOLARSS) 

VAUIOO HAtTA 3! d<5 AgO StO dO 194- 

ETK CRIDITO PODRA SIR UTIUZADO MCOIANTK LETRAS DE CAMBIO A 1& Ti0ta* 

ACARool x-?r Aaerlcan Trust C ft . 

Y x/ QUK PAOAREM08 POR CUENTA DE NVJESTRO CLIENTS CONTRA ENTREQA OK LOS IOUIKNTE9 DOCU- 
MENTOR. 

Juego complete da conocimicntoa de ombarquo a la orden del Banco 

l^iJorai ac Vcx)wD.S.A. y al cuidado del agente aduanal en Laredo, 

Tei. Sr Axircac rpio7uc3d^ G* 

Factura comercial per flextuplicad*^ todas a favor de "eii.cjL D-uD<7 

Certificado de origan. 

Ctpiaa fotoataticafl da recoaendacioa y Licencia de Birportacion. 

Paliz* o certificado de aagur* cubriendo riezgos en tranaita hasta 

Uexica.D.P. 

Los documentoa anteriorea debar an amparar el embarqua da Aproxima- 

daaenta: 340 libra* riacaaa rayoa 75 dr * brillante en conoa a Mad^ 

jaa, al precio de Dlla. 0.94 la libra F.O.B, panto da embarque an- 

fabrica o en cualquier lugar de B.U.A. 

NOTA:Pueden recibir conociaiiento de embarque de "Freigth Farwardi" 

de New York a Lareda par ^errocarril. 

al precio antes indicade. F.O.B. 

Seguro cubierta por log vendedorea y por cuenta de los coapradorea* 



LO EMDARQUCe PARCIALtt NO^g ejiAN_ p E R M I T I DOt. 

TOOO* LO OIRO* EXTENOIOOt EN VIRTUO DEL PREtENTC CRCOITO OEBERA 
MCNCION OE "EXTENOIDO EN VIRTUO DEL CREDITO DEL B N DE M No. 

FtCHADO 1 8 dfl JuliO de 1944. V OEBERAN R ANOTADO* AL R6VER 



V QUK N08 SEAN PRESENTADOS EN E6TA8 OFICINAS. EN/O ANTES DEL VENCIMIENTO OE ESTE CREDITO. 
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Sucursal Ca-^c Domingo* 



c/c al *\r American Trust c o. 
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Illustration 58. LETTER OF CREDIT (UNCONFIRMED). 

issued a commercial letter of credit in favor of Howard G. Godfrey & 
Company, Inc., and will request the American Trust Company to nego- 
tiate drafts presented to it by the beneficiary, complying with the condi- 
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AMERICAN TRUST COMPANY 

New York. 



February 27, 1945. 

REFERENCE NO. 55217/B 31 

Howard G. Godfrey & Co., Inc. 
357 Fourth Avenue, 
New York, New York. 

Gentlemen: 

The attached letter of credit, unless otherwise expressly stated, is subject to 
the Uniform Customs and Practice for Commercial Documentary Credits fixed 
by the Seventh Congress of the International Chamber of Commerce and cer- 
tain guiding provisions. 

It is necessary that the credit be submitted to us with any documents presented 
under it. 

As we have not been authorized to confirm the credit, this letter conveys no 
engagement or obligation on our part. 

Very truly yours, 

AMERICAN TRUST COMPANY 
By: 



Illustration 59. NOTICE SENT BY A UNITED STATES BANK, THE NEGO- 
TIATING BANK, TO THE BENEFICIARY OF AN UNCONFIRMED LETTER OF 
CREDIT. (METHOD A). 
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Letter of Credit 

BANCO POPULAR No. 1075 

MEXICO, D.F. 



May 6th, 1941 

Howard G. Godrey fr Co. Inc. 
157 4th Ave. 
New York 

Dear Sir (s) 

We hereby authorize you to value on Banco , Mexico D.F. by bills drawn 

at sight for account of Hosiery S. de R.L. C.V., Mexico D F. for any sum or 
sums not exceeding in all Five Thousand Dollars, $5,000 00 United States of 
America Currency against shipment of 5 bales 92% Silk at $3.58 Dlls. per Lb., 
5 bales 7S% Silk at (2.93 Dlls. per Lb. Charges for Testing, Freight, Insurance 
and Consular Fees to be added to cost of silk also handling charge, and accom- 
panied by the following documents: Bills of Lading to order of Banco or 

order blank endorsed, Commercial Invoices in the name of , Consular 

Invoices showing that the 5% consular fee has been paid, Testing Certificate 
showing that the quality of the silk is as specified, Insurance Certificate or policy 
covering all risks including war risk from point of shipment to Mexico D.F. 
Remarks: Drawings under this credit should bear our L/C #1075. 
We agree that drafts complying with the terms of this letter will be honored 
if negotiated on or before June 20th, 19 . 

This letter is confirmed by Banco 

Yours respectfully, 



Banco 



Illustration 60. UNCONFIRMED DOCUMENTARY LETTER OF CREDIT. Is- 
sued by a foreign bank without the assistance of a United States bank. The Credit 
is paid by the foreign bank on receipt of shipping documents with their dollar draft 
drawn on New York. (METHOD D). 
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tions of the credit. A copy of the letter of credit is of course mailed by 
the Mexican Bank to its New York correspondent. 1 

The following diagram will help to follow the transaction: 




Explanation: 

1. Bazbaz 8c Cia will call at its bank to arrange for the issuance of the 
letter of credit. No. 1 to No. 2. 

2. The foreign bank draws the credit. No. 2. 

3. The letter of credit is mailed to the seller, Howard G. Godfrey 8c 
Company, Inc., of New York. No. 2 to No. 4. 

4. The Mexican Bank sends a notice to its New York correspondent 
(the American Trust Company) notifying it of this action, and request- 
ing it to negotiate drafts drawn by Howard G. Godfrey 8c Company, Inc., 
in accordance with the specifications of the credit. No. 2 to No. 3. 

5. The New York bank notifies Howard G. Godfrey & Company, Inc., 
that it (the bank) will negotiate its drafts drawn in accordance with the 
credit issued by the Mexican Bank for $650. No. 3 to No. 4. Illus- 
tration 59 is the type of notice usually sent by the negotiating bank, in 
this case the Ameiican Trust Company. 

In this transaction it will be seen that the foreign buyer has a direct 
obligation to his own bank, which in turn assumes a direct obligation 
to the seller, Howard G. Godfrey & Company, Inc. It will be noticed, 
however, that the Ameiican bank assumes no responsibility in the deal; 
it merely negotiates the drafts drawn by the exporter on the foreign bank. 

Method B 

This method follows a course very similar to the first. The foreign 
buyer calls at his own bank and arranges with it to issue a commercial 
letter of credit to pay for the purchases he intends to make from Howard 
G. Godfrey & Company, Inc., of New York. 

The next step is for Bazbaz & Cia's bank to issue the credit in favor 
of Howard G. Godfrey & Company, Inc., of New York. In this case, 
however, instead of mailing the letter of credit directly to the beneficiary, 



i Sometimes, both the original and copy of the Letter of Credit are sent by the 
issuing bank to the negotiating bank, which in turn mails the original to the bene- 
ficiary, together with a letter similar to the one shown in Illustration No. 59. 
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CENTRAL HANOVER BANK AND TRUST COMPANY 

SEVENTY BROADWAY 

FOREIGN DEPARTMENT 
CABLE ADDRESS CENTRUST 



.Howard Godfrey &.Co. Inc. _ Credit No. D.v_ 711 . . 

jr_. New York 1 S t N. Y.. January. 31..lg 



Dear Sirs' 

We *rc instructed by flanao A. B> 0, f Medellin, Colombia 



to tdvise you that they have opened their irrevocable credit in your favor 
for account of Hijog d* Raaon Mjia & Cia, Mdollin _ 



for * sum(s) not exceeding a total of ($ 21 t QQQfi ,) 

Thousand J?pVla,rg 



available by your drafts on us at Sight 



to be accompanied by Sign d invoice in triplicate, copy of Consular Invoice, 2/3 original 
clean ocean bills of lading consigned to Sonelra & Cia., at any Colombian port and/or Air 
Express Receipt and/or Airway Bill of Lading consigned to Sonelra & Cia., at any Colombian 
port, copy of your air mail advice to Mr Pablo Mejia, Medellin covering details of shipment 
for insurance purpoaes. 
We are informed buyer holds import license No. 

evidencing shipment of about 1400 POUNDS SILK YARN. Partial shipments permitted. 



om New York,, ... .,.. To *r& _CoL*ian _port 



all insurance to be effected by buyer, under opan policy with 

Tho Ooaan Ineuranca Company. 
All drafts drawn under the credit must be marked 

"Drawn under CENTRAL HANOVER BANK AND TRUST COMPANY'S 

Credit No. D-a__21J , r^M January 31t,._13frr- " 

Unless otherwise expressly stated, this credit is issued subject to all the pertinent terms, pro- 
visions and conditions contained in an instrument entitled," uniform customs and practice for commercial docu- 
mentary credits fixed by the Seventh Congress of the International Chamber of Commerce with guiding pro- 
visions as now or hereafter revised," which are incorporated herein and made a part hereof. 

Jganoo A* B. C, Medal 1 in engages with you that all drafts drawn under and 

in compliance with the terms of this credit will be duly honored on delivery of documents as specified if 
presented at this office on or brfnrr July 5 f 194-* ; we confirm the credit and thereby undertake that 

all drafts drawn and presented as above specified will be duly honored by us. 

SHOULD YOU BE UNABLE TO COMPLY 

WITH THE TERMS OF THIS CREDIT 

PLEA3E ARRANGE WITH THE BUYER Yours very truly, 

DIRECT TO HAVE THE CREDIT MODIFIED XXXXXXXXXXXX 

TO MEET YOUR WISHES. Amhonzcd Officer 

XXX XXXXXXXXX 

r*-.i-SM Authorized Officer 



Illustration 61. CONFIRMED IRREVOCABLE DOCUMENTARY LETTER OF 
CREDIT, PAYABLE AT SIGHT IN U. S. DOLLARS. 

the foreign bank instructs its correspondent to pay drafts drawn on it 
that is, on the American Trust Company by Howard G. Godfrey 
& Company, Inc., and in accordance with the instructions specified by 
the foreign bank. 
The final step is for the American Trust Company to issue a letter 
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of credit in favor of Howard G. Godfrey & Company, Inc., in accordance 
with the stipulations given by the Mexican bank. 
The diagram of this transaction is as follows: 



Explanation: 

1. Bazbaz 8c Cia of Mexico City calls on its bank to issue a letter of 
credit in favor of Howard G. Godfrey & Company, Inc., of New York. 
No. 1 to No. 2. 

2. The Mexican bank agrees and proceeds to send instructions to its 
correspondent in New York, the American Trust Company, to issue 
such a credit. No. 2 to No. 3. 

3. The American Trust Company sends to Howard G. Godfrey 8c 
Company, Inc. of New York its advice to draw on it, for the amount 
involved, or $650, and in accordance with the conditions stated in the 
letter of credit. No. 3 to No. 4. 

4. As soon as Howard G. Godfrey 8c Company, Inc. of New York re- 
ceives the credit, the order is prepared in accordance with the stipula- 
tions contained in the instrument. 

In this transaction, as in the previous one, Bazbaz 8c Cia binds itself 
to its bank that it will pay $650 on receipt of certain documents repre- 
senting the sales made to it by Howard G. Godfrey & Company, Inc. 

The Mexican Bank becomes responsible directly to Howard G. 
Godfrey & Company, and the American Tiust Company acts solely as 
a go-between, and without any responsibility on its part. 

Method C 

The procedure is very similar to that just explained under Method B. 
That is to say, the foreign buyer, Bazbaz 8c Cia, of Mexico City, ap- 
proaches its bank requesting it to issue a letter of credit. The bank 
agrees to do so, and proceeds to draw the document in accordance with 
the instructions submitted by Bazbaz & Cia. 

The next step, however, differs considerably from Method B. Under 
Method C, the Mexican Bank requests its correspondent in New York 
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to issue and confirm the credit to the seller, Howard G. Godfrey 8c 
Company, which the bank proceeds to do. 
In diagram form, Method C can be presented as follows: 



Explanation: 

1. Bazbaz* 8c Cia requests its bank to issue to its supplier, Howard G. 
Godfrey & Company, Inc., of New York a confirmed letter of credit. 
No. 1 to No. 2. 

2. The Mexican bank proceeds to forward to its correspondent in 
New York, the American Trust Company, instructions to the effect that 
a confirmed credit be drawn in favor of Howard G. Godfrey 8c Company, 
Inc., of New York. No. 2 to No. 3. 

3. The American bank, accepting the instructions of the Mexican 
bank, proceeds to issue such a ciedit. No. 3 to No. 4. 

4. The credit is mailed to and received by Howard G. Godfrey & 
Company, Inc., which proceeds to get the order ready for shipment. 

Under this method, it is clear that the buyer assumes the responsibility 
to pay his bank in Mexico a certain sum of money upon presentation of 
ocean documents indicating the shipment of certain goods forwarded by 
Howard G. Godfrey & Company to Ba/ba/ & Cia. 

The Mexican bank is responsible to its correspondent in New York, 
the American Trust Company, for the payment the latter will make to 
the exporter, Howard G. Godfrey & Company, Inc. And finally, the 
American Trust Company is responsible to Howard G. Godfrey 8c 
Company, Inc., for honoring the draft the latter will draw on it for the 
value of the shipment sent to Bazbaz 8c Cia of Mexico City. 

Method D 

This procedure is rarely used. It follows the same initial steps as out- 
lined under Method A. That is to say, Bazbaz fc Cia requests its bank 
to issue a letter of credit in favor of Howard G. Godfrey & Company. 
The Mexican Bank does so, and sends the credit directly to the exporter 
in New York. In this case, however, no American bank enters into the 
transaction. 
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The diagram in this case could be drawn as follows: 



Explanation: 

1. Bazbaz 8c Cia requests its bank to issue a commercial letter of credit 
in favor of Howard G. Godfrey 8c Company, Inc., of New York. No. 1 
to No. 2. 

2. The bank agrees to this arrangement and draws the document. 

3. The bank mails the credit to Howard G. Godfrey & Company, Inc. 
No. 2 to No. 3. 

Under this method, the buyer is responsible to his bank in Mexico. 
The Mexican bank is responsible to the seller. The seller collects the 
money by sending the shipping documents directly to the Mexican bank, 
which immediately pays with draft in New York. 

Illustration 60 represents a letter of credit drawn under this method. 

Commercial Letters of Credit 

1. A commercial letter of credit is an instrument issued by a bank, 
promising to pay drafts drawn on the bank, provided the beneficiary 
(the exporter) fulfills certain specifications as stipulated in the body of 
the letter. 

2. The opener is the importer, who requests the bank to issue the 
letter of credit. 

3. The beneficiary is the seller, in whose name the letter of credit is 
issued. * 

4. The issuer, or the credit opener, is the bank that accepts issuance 
of the letter of credit for the account of the importer. 

5. The notifier is the bank that notifies the seller (beneficiary) of the 
opening of the credit. 

6. The negotiator is the bank that buys the drafts issued against the 
letter of credit. 

7. The acceptor is the bank that accepts the draft drawn on it or its 
correspondent abroad. 

8. The paying bank is the bank that pays to the beneficiary (the 
seller) the amount due at the request of the foreign bank. 

9. The confirming bank. If the beneficiary is not acquainted, or 
satisfied, with the responsibility of the opening bank, he will demand, as 
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security, the guarantee of the notifying bank. The local bank, which 
issues such guarantee, is called the confiiming bank. 

10. Straight credit. If the notifying bank is also authorized to pay 
drafts drawn against the letter of credit, such letter of credit is termed 
straight credit. If, on the contrary, the notifying bank does not re- 
ceive such authority, the credit then becomes a negotiating credit. 

Advantages of letters of credit. The benefits derived by both seller 
and buyer are many. 

The exporter, first of all, is relieved to a large extent of the responsi- 
bility for the credit risk, inasmuch as the banker assumes the burden of 
financing the transaction. Second, on delivery of the shipping docu- 
ments, the exporter either receives payment for the full amount of the 
shipment or obtains a definite assurance that at some specific time in 
the future he will collect his funds. 

As far as the importer is concerned: 

1. He assures himself that delivery of goods will be made on time, 
by setting a definite date on which the letter of credit will expire. 

2. Since the transaction is almost a cash arrangement, the buyer re- 
ceives the benefit of an extra discount. 

3. He is assured that payment of the bill will not be made until the 
goods are shipped. 

The bank also benefits, since it will collect a commission for handling 
the business. 

Types of letters of credit. There is no standard letter of credit. To 
be sure, if such documents must be defined or classified, then classifica- 
tion depends entirely on the functions they are called upon to perform. 
Generally they are grouped as follows: 

1. Clean credit. As the name implies, the bank pays or accepts drafts 
drawn against the credit. The beneficiary is not required to present 
any other document. See Illustration 63. 2 

2. Documentary credit. All shipping papers specified in the letter of 
credit are delivered to the bank with the draft. As a rule, they are the 
following: 

(a) Bill of lading full set, 

(b) Commercial invoice, 

(c) Consular invoice when required, 

(d) Insurance certificate, 

(e) Certificate of origin, when required, 

(f) When the shipment is made by parcel post, post office receipt 
is attached instead of the bill of lading. The parcel post receipt should 
be drawn in accordance with the requirements of the letter of credit. 

Illustration 61 is an example of a documentary letter of credit. In 



2 The only paper required by this credit beside the draft is receipt in duplicate, 
which is not classified as a shipping document. 
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this particular instance, the following documents are requested by the 
bank: 

(a) Clean ocean bill of lading consigned to Soneira & Cia and/or 
Airwaybill of Lading, and/or Air Express receipt, 

(b) Consular invoice, 

(c) Commercial invoice. 

3. Classification as to terms. Under this grouping there are only two 
forms of letter of credit: 

(a) Payable at sight. The beneficiary collects the full amount of 
his shipment on presentation of his draft and the documents specified 
in the letter of credit. See Illustration 61. 

(b) Payable at some future definite date. The seller presents his 
time draft to the bank for acceptance, which could be immediately dis- 
counted at the bank, or held by the exporter for payment on its due 
date. See Illustrations 62 and 64. 

4. Currency specified in the letter of credit. Almost all letters oE 
credit received by exporters in this country are drawn in dollars; how- 
ever, in some cases they are issued in foreign currency. Illustration 62 
represents a letter of credit drawn in pounds sterling. 

Under a commercial letter of credit issued in foreign currency, the 
beneficiary is exposed to the exchange risk. This he avoids by selling 
the foreign currency represented in the letter of credit. The procedure 
is the same as outlined in Chapter XII, dealing with sales made payable 
in foreign currency. Briefly, the foreign credit man arranges with 
the bank to buy the foreign currency designated in the letter of credit. 

5. Revocable and irrevocable. A revocable letter of credit, as the 
name implies, may be canceled without notice to the beneficiary at any 
time. The right of cancellation is exercised by the bank up to the time 
when the beneficiary presents the appropriate shipping papers. 

If, on the contrary, the bank states on the document that the credit is 
not to be voided previous to expiration date, it is called an irrevocable 
letter of credit. Illustration 63 presents a revocable letter of credit, and 
Illustration 62 is that of an irrevocable letter of credit. 

6. Confirmed and unconfirmed. If the notifying bank does indicate 
that it guarantees the letter of credit opened by the foreign bank and 
will honor drafts drawn against it, such credit is called Confirmed. See 
Illustration 61. If, on the other hand, the notifying bank does not ex- 
press such guaranty, the credit is unconfirmed, and naturally the benefi- 
ciary must look to the foreign bank for the final payment of the credit. 
Illustrations 58 and 60. 

Revocable letters of credit are never confirmed by the notifying bank, 
so that this classification narrows down to: 

(a) Irrevocable and unconfirmed, 

(b) Irrevocable and confirmed. 
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557 



CENTRAL HANOVER BANK AND TRUST COMPANY 

SEVENTY BROADWAY 

FOREIGN DEPARTMENT 

CABLE ADDRESS, CENTRUST 



Advice No. C-aJL511_ 



' fork. New York 1 5, N. YJunainr 11. 19T. 



Dear SATS: 

We are instructed by A* B. Bank, Ltd* Manchester. England 
to advise you that they have opened their irrevocable credit in your favor 
for account of Messrs. Robert Talbot & Co*. Ltd. f England 



for a sum(s) not exceeding a total of ( 690.0.0. 



SIX HUNDRED NINETY POUNDS STERLINa 



available by your drafts on momc A. B. 0. Bank, Ltd., Manchester at QQ day a At _ 

to be accompanied by Commercial Invoices, Marine Insurance Policies including war rik for 
the C.I. P. value plus 10#, Pull eat of clean en board ocean ateamer billa of lading made 
out to ahippere order and endorsed in blank. 

This credit may be assigned by you to HZ Corporation. If the credit is assigned to th 
XYZ Corporation, we will require your instructions together with the return of this 
advice and the credit can only be assigned on the same terms and conditions. 

evidencing shipment of ten (10) bales Ra* flilk 1J/15 8 5# White Japan as --- per Ib. 
cost insurance and freight British Port, in one or more lots during March/April 194-. 



Marine and War Risk insurance to be effected by 



All drafts so drawn must be marked- 

"Drawn under CENTRAL HANOVER BANK AND TRUST COMPANY'S 
Advice No. C-a 1511 , dated .Tnnnnry fl, Ip^U. " 

Unless otherwise expressly stated, this credit is issued subject to all the pertinent terms, pro- 
visions and conditions contained in an instrument entitled," uniform customs and practice for commercial docu- 
mentary credits fixed by the Seventh Congress of the International Chamber of Commerce with guiding pro- 
visions as now or hereafter revised," which arc incorporated herein and made a part hereof. 

A. B. C. Bank, Hd., Manchester. England engages with you that all drafts drawn under and 

in compliance with the terms of this credit will be duly honored on delivery of documents as specified if 
presented at this office on or before Hay 7> 19^"". . 

This letter is solely an advice of credit opened by * B. 0. Bank, frtd., Manchester, foglan 
and conveys no engagement by us. 

Yours very truly, 

XXXXXXXXXX X X X X 



Authorized Officer 

xxxxxxxxxxxxxx 

Authorized Officer^ 



Illustration 62. CREDIT PAYABLE AT SOME FUTURE DATE, TRANSFERABLE, 
ISSUED IN FOREIGN CURRENCY. 

Under the first condition, the beneficiary is called to negotiate his 
drafts with the notifying bank. In the latter case, the notifying bank 
pays or accepts the draft to be honored at some future date. 

7. Transferable. As a rule, letters of credit are not assignable to an- 
other party. If, however, the foreign purchaser so desires, he may ar- 
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range with the opening bank to issue such a credit. It may be made 
assignable "to order," or to a specified individual. Samples of these let- 
ters of credit are shown in Illustrations 62 and 64. 

8. Revolving credit. Under this credit the beneficiary is allowed to 
do one of the following: 

1. He may draw drafts up to a specified amount, say $1,000, and, 
as soon as these bills are paid, automatically the seller has the privilege 
to draw again up to the same amount. 

2. He may draw up to a specified amount at one time, say $5,000, 
and the credit becomes available again as soon as this amount has been 
paid. 

3. He may draw a fixed amount, which immediately becomes avail- 
able again. In a sense such credit is unlimited. 

Authority to Pay 

Authority to pay is a credit instrument by which the notifying bank 
advises the exporter to present for payment or acceptance drafts drawn 
on it. This type of document is subject to cancellation or modification 
without giving prior notice to the beneficiary. As the credit shown in 
Illustration 63 indicates, it is not an engagement on the part of the 
notifying bank or opening bank. 

It will be noticed that this type of credit instrument is similar to an 
authority to purchase, which will be discussed in the next paragraph. 

Authority to Purchase 

The function of the authority to purchase (abbreviated A/P), shown 
in Illustration 65, in some respects is similar to that of the letter of 
credit, and, like the letter of credit, places most of the burden of financ- 
ing the transaction on the bank. 

In order to establish this type of credit, the buyer, X. Y. Z. Trading 
Co., Ltd., of Hongkong, China, approaches its bank with the request 
that the bank's branch or correspondent in New York negotiate drafts 
drawn on it (the buyer). This application is made in the form of a 
contract, and is called a Letter of Guaranty. 

If the bank accepts the importer's request, it notifies its branch, cor- 
respondent, or agent in New York to negotiate drafts drawn on X. Y. Z. 
Trading Co., Ltd., by Iselin Jefferson Company, Inc., the beneficiary. 
This notification, which contains instructions as to the amount to be 
paid, shipping documents to be presented, terms, nature of the goods, 
and the name of the beneficiary, is called the Authority to Negotiate. 

The advice received by the exporter from the importer, indicating the 
manner in which the purchase is to be financed, is called the Authority 
to Draw. 

It is most important to bear in mind that the authority extended to 
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CENTRAL HANOVER BANK AND TRUST COMPANY 

FOREIGN DEPARTMENT 

CABLI ADDRESS CENTRUST 



I gel in Jeff e r a.gn_ Co.. j_In c .^ _ Advice No. A-7U 

90 Worth 3tr..t. N. York. N. T. New York 1 5, N. Yw 

Dear Sirs 

We advise you that A. B. C. Bank of Lisbon, Portugal 

have authon/cd us to honor your drafts 

for account of 3L_I J ...Z.....CoapflmL.Qf 

for .1 sum(s) not exceeding a tot.d of ( > JOOO^QQ 
THFteS TFOU3A;:D DOLUR3 -__ 



on us ,U Sight 



to he accompanied In Receipt in duplicate 



evidencing shipment of x X 



AJJ__ri.flJc_i insurance to be effected by ^Bviyer . 

All drafts so drawn must be marked 

"Drawn under CENTRAL HANOVER BANK <VND TRUST COMPANY'S 
Advice No. A 711 s, dated January _51,_lfci* " 

Drafts so drawn with documents as specified must be presented at our office no later than Ju"* 7*19 

The authority given to us is subject to revocation or modification at any time without notice to you. 

Unless otherwise expressly stated, this ad\ ice is issued subject to all the pertinent terms, pro- 
visions and conditions contained in an instrument entitled," uniform customs and practice foi commercial docu- 
mentary credits fixed by the Seventh Congress of the International Chamber of Commerce with guiding pro- 
visions as now or hereafter revised," which arc incorporated herein and made a part hereof. 

This advice conveys no engagement on our part or on the part of,. A. B. 0. Bank, l^sbon 

and is simply for your guidance m preparing and presenting drafts and documents. 

Yours very truly, 



.-X.X..X-X 



Authorized Officer 

x x x x x xxx x yx _ 



Illustration 63. REVOCABLE LETTER OF CREDIT, AUTHORITY TO PAY 

CLEAN CREDIT. 

the exporter by the bank does not constitute an engagement for which 
the bank will be held liable. It merely suggests that the importer will, 
in all probability, honor the drafts drawn on him. 

This document carries full recourse on the beneficiary, and it may be 
canceled without previous notice to the seller. 
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The difference between a letter of credit and an authority to pur- 
chase. The most striking difference between a letter of credit and an 
authority to purchase is that the latter is not a banker's credit, and 
consequently the drawer of the draft, or the exporter, must depend on 
the drawee, and not on the bank, for the final liquidation of the transac- 
tion, unless the authority to purchase specifies that drafts drawn on the 
importer are drawn without recourse. 

In fact, since the local bank only negotiates the draft, in case of non- 
payment by the opening bank or the drawee the beneficiary must refund 
the sum advanced to the negotiating bank. 

The value of an authority to purchase rests entirely on the financial 
and moial responsibility of the importer. In other words, when the 
foreign credit man accepts oiders payable against an authority to pur- 
chase, he must satisfy himself that the buyer is entitled to receive credit. 

Recourse 

Recourse, as used in this discussion, refers to the liability to which 
the exporter is exposed, as a drawer of a bill of exchange, under a com- 
mercial credit. In general the law specifies that if a bill of exchange is 
dishonored, the drawer is liable to the holdei of the draft for the face 
value of the document. 

For the sake of clarity, let us consider the existence of recourse in 
the types of credit commonly used in foreign trade: 

1. Authority to purchase. As previously indicated, in the case of an 
authority to purchase, the bank only negotiates or advances to the 
beneficiary the face value of the draft drawn on the importer. Con- 
sequently, if the drawee refuses, or is not able, to liquidate the bill of 
exchange, the drawer is liable for the sum advanced to him plus the 
accumulated interest. 

The authority to purchase (Illustration 65) carries full recourse, since 
it does not convey any obligation on the part of the bank. Indeed, any 
commercial credit which states or implies that the advice is not to be 
considered as being a "Bank Credit" 3 does not relieve the beneficiary 
from the ordinary liability attached to the drawer of a bill of exchange. 
That is, if the credit conveys no pledge or guarantee on the part of the 
bank, the beneficiary, as the drawer of the draft, is open to recourse if 
the bill is dishonored by the drawee. 4 

2. Letter of credit. As stated, the beneficiary of a letter of credit ob- 
tains his money by drawing a sight or a time draft (as the credit demands) 
on the notifying or confirming bank. 



3 Mr. W. Ward, in his book, Bank Credits and Acceptances (Ronald Press Company, 
N. Y.), states that: "A ciedit under which the banker himself guarantees to accept or 
pay bills is a bankers' credit." 

* If the authority to purchase stipulates that the draft is payable without recourse, 
the beneficiary is not open to recourse. He must, however, insert in the draft above 
the signature the words: "Without recourse to ." 
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If the letter of credit is payable in dollars against sight draft, and the 
bank pays the bill of exchange on presentation, the beneficiary is free 
of recourse, regardless of whether the credit is revocable, confirmed, or 
unconfirmed. 

If the credit is payable in dollars against a time draft, say a 60 or 
90 days sight draft, the local bank accepts the bill of exchange in the 
manner shown in Illustration 1 and returns it to the beneficiary, who 
will either keep the draft until its maturity date, or discount it at his 
bank or in the open market. Should the drawee fail to pay the bill at 
maturity, the drawer becomes liable to the holder of the bill for the 
amount indicated in the instrument, plus the accumulated interest. 

When a credit is issued in foreign curiency, the beneficiary obtains the 
dollars by negotiating with his bank the draft drawn in foreign currency 
against the opening bank. It the drawee (the overseas bank) refuses to 
honor the draft, the drawer is responsible to the holder of the bill of 
exchange for the sum advanced against the draft. 

In closing, let us add that when in doubt about the possibility of 
recourse, as the drawer of a bill of exchange under a commercial letter 
of credit, seek the advice of a competent lawyer, or convince the 
bank to pay the draft, marked above the signature "Drawn without 
Recourse." 

Care to Be Exercised before Accepting Business Against 
a Letter of Credit 

The first consideration to be given before accepting business against 
letters of credit is to determine if the document submitted offers the 
required protection; and the second, if it docs, is to proceed to scrutinize 
the ciedit with the object of discerning the liabilities to which you are 
exposed. 

In handling business payable by means of letters of credit, it would 
be logical to accept the principle that, if foieign business is to be done 
on this basis only, a credit should be demanded which affords full pro- 
tection, such as an irrevocable letter of credit confirmed by a New 
York bank, payable at sight in U. S. Dollars available upon presentation 
of shipping documents, or commercial invoice and certificate of manu- 
facture. 

It is even more important to make sure that the credit has not been 
mutilated in any respect. For example, light after the World War II 
started, a bank proceeded to qualify its confirmed irrevocable credits 
covering sales to Canada, by appending at the end of the credit the fol- 
lowing notice: 

We reserve the right to refuse at any time to honor any drawing under this 
credit if in our opinion the transaction relevant to such drawing contravenes 
any present or future law or regulation of the United States of America. 



276 FINANCING EXPORT BUSINESS 



CENTRAL HANOVER BANK AND TRUST COMPANY 



FOREIGN DEPARTMENT 

CABLS ADDRESS, CENTRUST 



Credit No. Db..7H,. 



Mea.r.. H. Q. Godfrey & Co.. Inc. New York, tmtrf V, 

557 Fourth Avenue, New York, N. T. 
and/ftr prfler 

Dear Sirs: 

We are instructed by A B C Bank, Ltd* f London f England 

to advise you that they have opened their irrevocable credit in your favor 
for account of Moaara. Robert Talbot & Company, Ltd., England 

for * sum(s) not exceeding a total of ($7000.00 ,) 

SEVEN THOUSAND DOLLARS 



avaihMe by your drafts on u> (Central Hanover Bank and Truat Company) _ 

at Ninety days eight _ to be accompanied by Commercial Invoice, Marine 

and yar flak ineuranee policies/or eartjificataa covering 10^ above the C I^F* value of 

the goods, full got negotiable bills of lading to order and blank endorsed. In lieu of 

bill pf lading an andoraod varahou^a raoei.pt _ia_ to be ace ap ted. __________ 



evidencing shipment of JO bale* l^/lg -fait* Jap*" fiffi H** Silk. D<MyA>y JuIy n .tQ Qetobar 194- 

partial shipments allowed at price $1.62 per Ib. plus shipping, testing, and other charges 

I* ?. f rom NevT York to tngl lelTTor^ iShouldniu accredit be trans'f olFrecT Vy^^yoin; 6~~ ~ 

- another p<irty r all- dreftp presented- te-ue-mue^ be aceetapanied by-your-leHer cf deei^nat io 

from New Yor.k _ To EngXieb^Port _ 



Marine and War fiiak insurance to be effected by you (aoller) 

All drafts drawn under the credit must be marked: 
"Drawn under CENTRAL HANOVER BANK AND TRUST COMPANY'S 

Credit No. D-b 211 , dated , Jnnnnry ?1, 1?^ " 

The amount of any draft drawn under this credit must be endorsed on the reveYse hereof, and the 
presentation of each draft, if negotiated, shall be a warranty by the negotiating bank that such endorsement has 
been made and that documents have been forwarded as herein required. If the draft is not negotiated this credit 
and all relative documents must accompany the draft. 

This credit must accompany any draft which exhausts the credit and must be surrendered 
concurrently with the presentation of such draft. 

A. B.C. Bank, Ltd., London, England engages with the drawers, endorsers and bona fida 

holders of drafts drawn under and in compliance with the terms of this credit that the same shall be duly 

honored on due presentation and delivery of documents as specified at ..thifi..off,i > gg , if 

negotiated or presented on or beforr ot ^?r ?1>194 , we confirm the credit and thereby undertake tliat 

all drafts drawn and presented a* above specified will be duly honored. 

Yours very truly, 



Authorised Officer 

xxxxxxxxxxx 



Illustration 64. CONFIRMED IRREVOCABLE LETTER OF CREDIT ALSO 
TRANSFERABLE AND PAYABLE AGAINST DOCUMENTS OR WAREHOUSE 
RECEIPT. 

Of course it is within the province of the foreign credit man to accept 
such a credit, or any other type of credit. At the same time he should 
not underestimate his responsibilities, or neglect to assure himself that 
the credit is a suitable instrument that will protect his interests. Above 
all, he should not hesitate to refuse a credit if it does not suit his purpose, 
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RECORD OF DRAFTS DRAWN 



NEGOTIATING BANK 



AMOUNT IN WORDS 



AMOUNT IN FIGURES 



Illustration 64. (Continued). 



or neglect to inform and explain his action to the foreign buyer and 
the bank. 

He should go further: examine the credit closely, note its wording, 
compare the terms and conditions set in the credit with the terms and 
conditions set forth in the contract of sale. Do they agree? Is the 
amount of the credit sufficient to pay for the merchandise and transporta- 
tion expenses? Can the shipment be made before the credit expires? 
What are the shipping facilities? Are the prices quoted in the credit 
in conformity with those listed in the contract? What type of insur- 
ance docs the credit demand? Is it possible to obtain such insurance? 
What documents does the credit request? Can they be obtained? In 
short, the foreign credit man should question every detail specified in 
the credit until he is completely satisfied that all the requirements can 
be filled. 

The credit should be scanned again, and the obligations of the 
parties concerned should be determined. 

Even though the letter of credit is confirmed and irrevocable, there 
should be no hesitation in questioning the meaning of such phrases as: 
"documents must be satisfactory to us (the bank)," or "shipping docu- 
ments of a character which must meet with our approval." Again, if 
the credit states that it was opened by cable and, consequently, prices 
and other details are subject to correction of error in transmission, it 
would be well for the credit man to wait until the bank receives the con- 



278 FINANCING EXPORT BUSINESS 



CENTRAL HANOVER BANK AND TRUST COMPANY 

SEVENTY BROADWAY 

FOREIGN DEPARTMENT 

CABLE ADDRESS. CENTRUST 

Advice No. F-a III. 

I.elin Jaffaraon Co., Inc., New York 1 5, N. Y,-Jjmuary ?1, 1? 

$0 Worth Street, Now York, N. Y. 
Dear Sirs' 

We are instructed by A, B. C. Bank of Hongkong, 
to advise you that^ they have opened their irrevocable authority to negotiate in your favor 

for account of X. Y. Z. Trading Company. Ltd.. Hongkong 

for a sum(s) not exceeding a ton! of 
TWENTY FIVE HUNDRED DOLLARS 



available by your drafts m duplicate *" recourse on.. X..Y. Z. , TrAdLJDg^QPE_^y t _Ltd^ j Jongkong 




evidencing shipment of Sundry gooda 



From _J?M-Jork To~Hongkang- 

All insurance to be effected bv _ buyer 



Unless otherwise expressly stated, this authority to negotiate is issued subject to all the pertinent 
terms, provisions and conditions contained in an instrument entitled, "uniform customs and practice for com- 
mercial documentary credits fixed by the Seventh Congress of the International Chamber of Commerce with 
guiding provisions," which are incorporated heiein and made a part hereof. 

A B. C. Bank of Hongkong engages with you that all drafts drawn under and 

in compliance with the terms of this Authont\ to Negotiate will be negotiated on delivery of documents as 

specified if presented at this office on or befoie Jttly_7> 19^. 

This letter is solely an advice of an authonu to negotiate opened by_At B C Bank, 

and conveys no engagement by us. 

Yours very truly, 

LJLX.X.X. x.xx xxx 

Authonacd Otticer 

_X_x . __ 

Authon/cd Ofhccr 



Illustration 65. AUTHORITY TO PURCHASE. 

firmation and passes it on to him before proceeding to get the order 
ready for shipment. 

In summary, if in doubt about the significance of any phrase inserted 
in the document, the foreign credit man should seek the advice of the 
legal department. By no means should he accept the credit first and 
learn about it later. The course of action must be reversed. 
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Routine to Be Followed in Handling Orders Against 
Letters of Credit 

All letters of credit specifically demand the fulfillment of the instruc- 
tions set forth in the document. These instructions fall into three dis- 
tinct categories. For example, the credit shown in Illustration 61 
specifies: 

1. The type of credit: (Instructions to be noted by the Credit Depart- 
ment.) 

(a) Confirmed irrevocable credit. 

(b) Its value: $21,000.00 (not more). 

(c) Available by draft on the Central Hanover Bank and Trust 
Company. 

(d) Partial shipment permitted. 

(e) Expires July 3, 194__. 

2. The type of merchandise: (Instructions to be noted by the Merchan- 
dise Department.) 

(a) About 1,400 Ibs. of Silk Yarn. 

(b) Import License No. 90374. 

3. The type of documents: (Instructions to be noted by the Shipping 
Department.) 

(a) Clean bill of lading consigned to Soneira & Cia and/or Air 
Express Receipt, and/or Airwaybill of Lading. 

(b) Invoice in triplicate, signed. 

(c) Insurance: None. Give details of shipment to buyer. 

It is evident then that the procedure should be to enter these instruc- 
tions on a separate sheet and send it to the heads of the various depart- 
ments: Credit, Merchandise, and Shipping, for their guidance and ap- 
proval. 

If the credit is not acceptable, the bank and the importer should be 
notified, with a request at the same time that the required amendments 
to the credit be issued. 

Financing Goods while Waiting for Them to Be Shipped 

In consequence of lack of conveyance, strikes, or similar uncontrollable 
events, exporters occasionally are forced to store goods intended for 
foreign buyers. If such delays tie up the seller's capital, he must nat- 
urally look for financial relief, which he might obtain from the bank in 
one of the following ways: 

1. A loan extended against the exporter's note. 

2. A loan against the merchandise stored, the bank requesting the 
warehouse receipt as collateral. 

3. A banker's acceptance, guaranteed by the merchandise. This docu- 
ment is then discounted at the bank, or in the open market. 
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T.l,phon, MUrrty Hill 4 4000 



RAW SiLK 

THROWN SILK 

SPUN SILK 

COTTOM 

RAYOM 

NOVELTY YARNS 



LEON-FERFNBACH inc 

NEW YORK. N Y 



l. AtKlrtn. CODFREYARN 



Howard G. Godfrey & Co., Inc. 

357 FOURTH AVENUE 
NEW YORK 10, N. Y. 



Felruory 7, 



Villlam laelin & Co. 
557 Fourth Avenue 
New York, New York. 



SIJBJCCT: Credit No. 



drawn by;( cune of Bank). _. 
for: $7,000.00 

I hereby assign to filliora Iselin i, Company, 
from the above mentioned Letter of Credit ?!- _ 
iseued in the neme of H. G. Godfrey <L Company, Inc., 
or Aeoignees, the sum of $5,000.00, subject to such 
terms as outlined in the herein mentioned credit. 

The draft drawn under thie credit for the above 
account la to be numbered _. 

Thie credit and aeeignment expires May 1, 194 . 

HOWARD C,. GODFREY A CTJ-ANY.I * 
President. 



Illustration 66. LETTER OF ASSIGNMENT ISSUED BY THE BENEFICIARY OF 
AN ASSIGNABLE LETTER OF CREDIT. 

If the sale is financed by a letter of credit and the exporter finds it 
necessary to store the merchandise, he should promptly arrange with the 
bank and the foreign buyer for a time extension on the credit. It would 
be far more practical, however, for the exporter to demand that the 
credit be available against warehouse receipt or certificate of manu- 
facture and invoice, in lieu of shipping documents. 
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Illustration 64 piesents a credit extending such authority to the benefi- 
ciary. 

Assignable Letters of Credit 

It is the common practice among banks not to permit the beneficiary 
of a letter of credit to assign the document to another party, unless the 
credit extends that authority. As stated before, such a credit may be 
issued in the name of the beneficiary or assignees (Illustration 64), or 
it could be assigned to a designated person (Illustration 62). 

If the whole credit, or a portion ol the credit, is to be assigned to an- 
other party, the beneficiary notifies the bank that he has assigned X 
dollars to William Iselin 8c Company, Inc. The latter must receive 
from the beneficiary a copy of the credit and a letter similar to the one 
shown in Illustration 66, indicating that X dollars have been assigned 
for their account. 

When William Iselin & Company ships the goods, it presents its draft 
to the paying bank together with the shipping documents, as well as 
the copy of the credit and the letter of assignment, both of which it re- 
ceived from the beneficiary. 

Raising a Loan Against a Nonassignable Letter of Credit 

The method by which the beneficiary of an assignable letter of credit 
finances his purchases has just been discussed. The question naturally 
will arise: "How can the beneficiary of a nonassignable letter of credit, 
acting as a buyer lor a foreign house, finance his purchases while lacking 
sufficient capital?" 

The answer to this question depends on the type of credit the benefi- 
ciary holds. If it is an authority to puuhase, or an authority to pay, 
the beneficiary will find it difficult to raise funds against such credits. 
The reason is that these types ol credit do not offer enough protection 
to the lender. 

If the credit is confirmed and irrevocable, the beneficiary might be 
able to convince the bank or a business house to hold the credit as sort 
of security for financing his purchases. 

To be more specific, let us assume that the beneficiary of the letter of 
credit presented in Illustration 61, for $21,000, calling for the purchase 
of 1,400 pounds of silk yarn, must pay cash for the goods, the freight 
charges, and the insurance. These items amount to, say, $20,000. The 
difference, or $1,000 represents the profit the exporter hopes to realize 
on the deal. 

The beneficiary, armed with this credit, his honesty, and his reputa- 
tion for fair dealing, calls at the bank and explains his problem; where- 
upon the bank might agree to hold the letter of credit for $21,000 and 
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grant him a loan of $20,000 to pay for the C. I. F. value of the goods. 

As soon as the goods are ready for shipment, the exporter proceeds to 
draw the necessary shipping papers and in due time delivers them to 
the bank. If the documents are in order, the bank will keep $20,000 
in payment for the advance made, and deliver to the beneficiary a check 
for the balance after deducting the interest due on the loan. 

Let us take the same problem and have the beneficiary of the credit 
approach the supplier of the merchandise for the loan. How will the 
credit man handle the transaction? 

It is taken for granted, of course, that the foreign credit man is satis- 
fied with the honesty of the man and is willing to finance the deal. 

As security he will request that the beneficiary deliver the letter of 
credit. He then arranges with the merchandise department to supply 
the articles required, and has the shipping department attend to the 
drawing of the documents. Incidentally, all papers must be drawn in 
the name of the beneficiary, and in accordance with the demands of the 
credit. 

In due time the documents are delivered at the bank. In payment it 
will issue a check to the order of the beneficiary, who will in turn en- 
dorse it, and hand it to the supplier. This amount is applied to the 
account of the beneficiary, and after deducting the cost of the merchan- 
dise, insurance, and freight, the supplier returns the balance to the 
buyer. 

It is true that in practice this procedure has worked out very satisfac- 
torily, but it is also true that the foreign credit man is exposed to certain 
difficulties. For example, if the beneficiary is unable, because of illness 
or other emergency, to sign the shipping papers and the draft, it will 
not be possible for the foreign credit man to obtain payment for the 
goods released and already on board the steamer. To be prepared for 
such eventuality the credit man should obtain power of attorney from 
the credit seeker, permitting him to sign for the beneficiary of the 
letter of credit. 

If the supplier has no facilities to permit him to attend to the draw- 
ing of the documents, he may use the services of a forwarding agent, or 
deliver the goods to the beneficiary against a trust receipt similar to 
the one shown below. Thus the beneficiary agrees to get the shipping 
documents ready, but with the understanding that the papers will be 
delivered to the supplier. Since the supplier will obtain power of 
attorney permitting him to sign in the name of the beneficiary, as soon 
as the shipping documents are delivered he will proceed to draw the 
draft and collect from the bank the value of the goods delivered to the 
beneficiary. 

Regardless of the honesty and good will of the beneficiary, and his 
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willingness to co-operate with the supplier to matke this sort of deal 
possible, it is evident that the relationship between the interested parties 
is loose, and their responsibilities are undefined. Furthermore, even 
though the foreign credit man obtains power of attorney from the benefi- 
ciary, it may be revoked without notification. 

TRUST RECEIPT 

The undersigned (hereinafter called the "Trustee") hereby acknowledges 
receipt from: 

1. (hereinafter called the "Entruster") of the documents listed below repre- 
senting the goods therein specified, a security interest in both said documents 
and said goods remaining in or hereby passing to the Entruster. 

2. In consideration of such receipt and other valuable considerations, the 
Trustee agrees to hold said documents and goods in trust for the Entruster and 
subject to its security interest, to be used promptly by the Trustee without ex- 
pense to the Entruster for the purpose of transferring to carrier (land, water, 
or air) but for no other purpose and without liberty to pledge the same or to 
sell the same. 

3. The Trustee agrees to account by delivering to the Entruster immediately 
upon receipt thereof by the Trustee, the proper and sufficient negotiable bills 
of lading to the order of: 

(name of customer or bank) 
according to the purpose for which the goods arc withdrawn as indicated above. 

The Trustee agrees to pay all charges in connection with said goods, docu- 
ments and any proceeds thereof, and will at all times hold said goods, documents 
and proceeds separate and apart from the property of the Trustee and will 
definitely show such separation in all its records and entries. The Trustee 
will at all times keep said goods fully insured at the Trustee's expense in favor 
of, and to the satisfaction of the Entruster against loss by fire, theft, and any 
other risk to which said goods may be subject. The Trustee will deposit the 
insurance policies with the Entruster upon its demand. 

The Entruster may at any time cancel this trust and bailment and take pos- 
session of said goods, manufactured or unmanufactured, and any documents 
representing the same (until delivery of said goods and documents to the pur- 
chaser pursuant to a sale hereby authorized and the receipt by the Trustee of 
the proceeds of such sale) and the proceeds of any sale, wherever said goods, 
manufactured or unmanufactured, documents or proceeds may then be found. 
As to articles manufactured by style or model, the Trustee's interest therein 
be forfeited, at the election of the Entruster, in the event of any default on 
the part of the Trustee, against cancellation to the extent and as provided by 
law of the Trustee's then remaining indebtedness with respect to such articles. 

The Trustee agrees that the Entruster assume no responsibility for the cor- 
rectness, validity or genuineness of the documents released to the Trustee here- 
under or for the existence, character, quantity, quality, condition, value or 
delivery of any goods purported to be represented by any of such documents. 

No waiver of any rights or powers of the Entruster or consent by it shall 
be valid unless in writing signed by it. The rights and powers herein given 
to the Entruster are in addition to those otherwise created. 

Receipt of a copy of this Trust Receipt is herewith acknowledged. 
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Warehouse receipt from 
Equity Express, Inc. No. 


Textiles 


J 









New York TRUSTEE. 

Credit Held by the Bank and Issued in Favor of Various Firms 

Illustration 67B represents another variation of the method used by 
importers to finance their purchases abroad. Normally most credits are 
sent by the negotiating or paying bank directly to the beneficiary. In 
this case the importer notifies the exporter that the negotiating bank 
holds a credit for $925, which will be available upon presentation to the 
bank of the documents listed in the credit, plus the exporter's draft 
drawn on the bank, in this instance The English Bank, Ltd., of London, 
on terms of 90 days sight, and the delivery of the letter of authority re- 
ceived by the exporter from the importer, which is the same as shown 
in Illustration 67A. 

On receipt of such authority the foreign credit man will inquire of 
the negotiating bank whether such a document exists and what the 
bank's responsibility is under the credit; and, finally, he will request 
the bank to supply him with a photostatic copy of the credit. 

This type of credit does not bind the bank in any way. It may be 
revoked at any time without giving previous notice to the exporter, 
and it carries full recourse. Its value rests solely on the responsibility 
and integrity of the importer himself, which naturally should be in- 
vestigated before accepting the credit. 

Payment Against Trust Receipt Issued by a Forwarding Agent 

This form of financing foreign sales is used by the purchasing agencies 
of foreign governments, or by foreign houses buying in this country 
through their own branch office or a resident buyer. 

The procedure is that the exporter, or supplier, releases to the for- 
warding agent, as instructed by the buyer, the inland bill of lading and 
the invoice covering the merchandise intended for the foreign govern- 
ment or for an importer. In turn the forwarding agent issues his own 
trust receipt, similar to the one shown in Illustration 68. This docu- 
ment usually states that certain goods have been received in trust from 
the named exporter or supplier for transshipment, to permit the for- 
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ROBERT TALBOT, LTD. 

Sydney, Australia 



7th July, 194. 



Iselin Jefferson Company, Inc., 
90 Worth Street, 

New York, N. Y. 

Dear sirs: 

For payment of shipment to Robert Talbot, Ltd., of Sydney please apply to 

THE EXPORT BANK, New York, N. Y., under Letter of Credit No. RT 

for cash not exceeding NINE HUNDRED TWENTY FIVE ($925.00) dollars. 
The following documents in duplicate will be required: 

1. A through Bill of Lading to Sydney consigned to Order and endorsed in 
blank. 

2. Insurance Declarations as explained on order. 

3. Invoices and Statement. 

4. Bills of Exchange drawn on the English Bank, Ltd., of London at 90 days' 
sight for amount of statement. 

Also this letter as your authority. 

Yours truly, 

ROBERT TALBOT, LTD. 
Vice President. 



Illustration 67A. LETTER OF AUTHORITY SENT BY THE IMPORTER TO 
THE EXPORTER (See Illustration 67B). 
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THE EXPORT BANK 

New York, New York 



July 16th, 194- 



Messrs. Isclin Jefferson & Company, Inc., 
New York City 

Dear Sirs: 

With reference to your letter of the 13th instant, the English Bank, Limited, 
Sydney Branch, have established a Letter of Credit in favor of various firms in 
the United States on account of Robert Talbot, Ltd., of Sydney, Australia. 

Under this Letter of Credit we are authorized to honor drafts not exceeding 
the amount specified by Robert Talbot, Ltd., in their letter of instructions to 
the shipper which are supported by shipping documents in accordance with 
the above mentioned letter of authority. 

Yours truly, 



THE EXPORT BANK. 

President. 



Countersigned: 



Illustration 67B. CREDIT OPENED IN FAVOR OF VARIOUS FIRMS 
(See Illustration 67A). 
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warding agent to obtain a full set of ocean bills of lading; which will 
be delivered or disposed of as instructed by the foreign buyer. The 
trust receipt and the commercial invoice are then presented to the named 
person for payment. The payer for the foreign government is generally 
its ambassador or its economic commissioner, usually located in Wash- 
ington, D. C. For the importer, the payer might be its own branch office 
or a confirming house located in this country. 

These terms are acceptable if the forwarding agent is reliable, and if 
the foieign buyer is entitled to receive credit. If there is doubt, the 
sales should be made payable at sight on presentation of inland bill of 
lading and commercial invoice. 

Special Types of Credit 

It is true that there are many factors determining the types of credit 
instruments that a bank may issue (see the topic on page 291, entitled 
"To the Beneficial y of a Letter of Credit," ior a discussion oi the various 
factors affecting the drafting of a letter of credit), yet it is equally true 
that the general terms and specifications stated in the credit itself de- 
pend to a large extent on the nature and exigencies inherent in the 
commercial transaction. For example, if the buyer orders staple goods 
available immediately, the expiration date of the credit will be rela- 
tively short. On the other hand, if the importer orders a specially 
made machine, the expiration date of the credit will be determined 
by the time the seller takes to manufacture and ship the machine. If 
the commercial relationship existing between the buyer and seller is 
very friendly and of long standing, the stipulations in the credit may be 
limited to the most simple form. 

Let us take a practical case: let us say that the X. Y. Z. Corporation 
are buyers for some foreign houses who are not interested in establish- 
ing credit relations with their suppliers in this country, but prefer to 
buy from well-known, reputable American concerns on a cash basis, 
thus obtaining lower prices or larger discounts. Therefore, in order 
to finance their purchases they decide to have their bankers issue the 
type of credit shown on page 289. 

This credit is somewhat different from the various types of letters of 
credit already discussed. First of all, under this credit the beneficiary 
does not draw on the bank; second, it does not specify the quantity, 
quality, or the price of goods ordered by the buyer; and, finally, the 
credit is devoid of the customary phraseology usually found in commer- 
cial letters of credit. The credit, nevertheless, is an undertaking on 
the part of the bank to pay a certain amount of money on presentation 
of invoices and certificates of manufacture; it is irrevocable, and will 
remain in force until its expiration date, which is indicated in the 
body of the credit. 
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THE SHIPPING COMPANY 

New York, New York 



March 27, 194. 



TRUST RECEIPT 

Refer to: No.- 
RECEIVED FROM ISELIN JEFFERSON COMPANY, INC. 



90 Worth Street, New York, N. Y. 



THE ECONOMIC MISSION PURCHASE ORDER NO. 



DOCUMENTS: Invoice in triplicate $1974.12 $2585.57 $4748.55 

Packing list in triplicate 
Original Inland Bill of Lading 

COVERING: THIRTY TWO (32) CASES (#5370/76, 5403/10, 3164 

DRESS PRINTS 5692, 5694/5708) 

SHIPPED TO: Brooklyn, New York. 

The above described documents and/or shipment are received by the under- 
signed IN TRUST to enable the undersigned and/or their agents to obtain 
possession of the above indicated merchandise for trans-shipment and to obtain 
a full set of ocean bills of lading, which set the undersigned will deliver or 
otherwise dispose of as instructed by The Economic Mission. 

THE SHIPPING COMPANY 

per: L. Talbot, Treasurer. 

CC J. F. Brook. 

Illustration 68. TRUST RECEIPT, ISSUED BY FORWARDING AGENT. 
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THE A. B. C. BANK 

New York 

New York, N. Y., 
November 18, 194__. 

Isclin Jefferson Company, Inc., 
90 Worth Street, 
New York, N. Y. 

RE: OUR NO. 711 

Gentlemen: 

Understanding that you have entered, or are about to enter, into a Contract 
numbered 781 with the X. Y. Z. Corporation covering the sale by you to it of 
certain merchandise, and, in order to provide for the payment of the amount(s) 
as required thereby to be made by the X. Y. Z. Corporation, we hereby under- 
take as follows: 

If you present to us at this Branch at any time(s) on or before December 
31, 194__ one or more invoices bearing the above-mentioned contract number 
and one or more Certificates of Manufacture issued by you with respect to the 
merchandise sold under that Contract and covering not less than the mer- 
chandise referred to in the relative invoice(s) then being presented to us here- 
under, we hereby engage irrevocably to pay you promptly thereafter a sum cor- 
responding to the amount(s) of the invoice(s), but not exceeding in the aggregate 
the sum of fourteen thousand eight hundred dollars ($14,800.00). 

When submitting any such invoice(s) or when communicating with us re- 
garding this letter, kindly refer to our above entitled number. 

Very truly yours, 

THE A. B. C. BANK, 

Assistant Cashier. 

In other words, the credit was issued for the main purpose of fulfill- 
ing the requirements inherent in the transaction as outlined already, 
and it satisfies both the buyer and the seller. 

This sort of credit is primarily used by confirming houses or buyers 
for foreign houses. It permits the buyers to obtain the lowest possible 
prices. By acting as their own forwarding agent, they are able to com- 
bine their various purchases, thereby reducing their shipping costs. 

The Red Clause 

The "Red Clause" is the name given in international trade to the 
provisions inserted in a commercial letter of credit permitting the 
beneficiary to obtain funds from the notifying or confirming bank 
without presenting the customary shipping documents. 

A case will illustrate the purpose behind this authorization. But first 
an explanation: It is the accepted practice that the beneficiary of a 
documentary letter of credit can obtain payment against such a credit 
only after he has presented to the negotiating or paying bank the 
shipping papers prescribed in the credit. In other words, the bank will 
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not make an advance against such a commercial letter of ciedit with- 
out the documents, even though such an advance is intended to permit 
die beneficiary to buy and assemble the merchandise desired by his 
foreign client. That condition .means, of course, that the beneficiary 
must use either his own credit facilities or cash to finance the purchase 
of the goods ordered and covered by the ordinary letter of credit. 

Theie is a way, however, by which the beneficiary enjoys the right to 
obtain funds from the bank against a documentary letter of credit with- 
out fulfilling the requirement of delivering the necessary shipping papers. 
The procedure is to request the buyer to issue or amend the credit so 
as to permit the beneficiary to draw funds without surrendering any 
documents at the moment, but with the proviso that in due time the 
beneficiary will deliver to the bank the shipping papers stipulated in the 
credit. 

For example: let us assume that Jones acts as the trusted buyer for 
Bergen & Company of Oslo, Norway, and that he receives a commercial 
letter of credit containing the "Red Clause" provision. He can immedi- 
ately request the bank to make an advance against the credit. With this 
money he may then proceed to buy in the open market the merchandise 
ordered by his client, Bergen 8c Company. 

The bank will, of course, grant the advance to Jones; but he must 
also undertake to sign a document promising that, as soon as he has 
assembled the merchandise specified in the credit, he will ship the goods 
and then deliver the corresponding shipping papers to the bank. 

The advantage of this provision is that the beneficiary, Jones, can 
finance his foreign purchases without using or taxing his own funds or 
credit. The advances Jones will receive, however, will not exceed the 
amount of the credit. In fact, sometimes this clause specifies that the 
advances to be given to the beneficial y should not exceed a certain per- 
centage of the total amount of the ciedit. It may also demand that the 
advances be made only after Jones presents negotiable warehouse re- 
ceipts representing a part, or all, of the goods ordered by Bergen 8c 
Company. Furthermore, when Jones liquidates his debt, he may have 
to pay the negotiating bank the interest that has accumulated against the 
advances of money he has received from the bank. 

Under this type of credit, the foreign buyer must assure himself that 
Jones is a reliable man who can be fully trusted, since the bank will 
not be icsponsible for any differences that might occur between the 
advances made against the credit and the value of the goods received. 
In addition, the foreign buyer guarantees to pay the opening bank the 
total amounts advanced to the beneficiary, plus the corresponding inter- 
est. Should Jones fail to deliver the documents or ship the merchandise, 
the foreign buyer is responsible to the bank for the liability incurred by 
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Jones, which'is represented by the advances the bank has made to the 
beneficiary, Jones, under the authority expressed by the letter ol credit. 

To the Beneficiary of a Letter of Credit 

From the previous discussions it can be deduced that there are many 
types of commercial letters of credit. In tact there arc as many as man's 
ingenuity has enabled him to design. This becomes evident as one 
glances through any number of credits emanating from diifeient parts 
of the world. Those coming Irom the Middle East differ widely Irom 
those issued in England; and the credits received Irom banks in South 
America hardly resemble the credits issued by banks in China or Sweden. 

These differences are due mainly to: 

1. Governmental regulations. 

2. Business practices prevailing in each country. 

3. The natural desiie of the foreign mei chant to safeguard his com- 
mercial dealings as much as possible. 

4. The interests o[ the foreign and American banks in the transaction. 

5. The terms of sale as set by the seller. 

These unavoidable factors hamper the exporter who considers the 
possibility of drafting a letter of credit that would satisfy his own wishes 
or demands. It is true that the exporter may insist on receiving a letter 
of credit payable against commercial or j))o-foima invoice, or any other 
conditions that he might desire. Yet the exporter will eventually find 
that, unless the foreign buyer is extremely anxious to obtain the mer- 
chandise, the latter will resist the expoiter's extreme demands. Com- 
mercial transactions cannot be one-sided. Neither the seller nor the 
buyer should bear all the responsibilities. They should be shared 
equally by both parties. 

In summary, the exporter who wishes to draft his own form of letter 
of credit must consider, besides his own intetest, the interest of: the 
buyer, the issuing and the paying banks, the governmental regulations 
prevailing in both countries, and, finally, the business practices prevail- 
ing in the country where the buyer is located. 

It can be said, nevertheless, that the exporter may obtain all the pro- 
tection he needs by requesting the buyer to supply him with an irrevoca- 
ble letter of credit, confirmed by a United States barrk, payable at sight 
in U. S. dollars upon presentation of shipping documents. The expira- 
tion date of such credit will depend, of course, on the time required by 
the exporter to produce or obtain the merchandise ordered by the im- 
porter. 

If shipping conditions are such that the exporter is not certain when 
he will be able to ship the goods, then the credit can be made payable 
against warehouse receipt or certificate of manufacture in lieu of 
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shipping documents. At the same time, however, the exporter should 
agree to take care of shipping the goods at a later date. 

Even though the foreign credit man has drafted the type of letter of 
credit he prefers, he should, nevertheless, scrutinize every letter of credit 
that comes to his desk, and remember the following rules and suggestions: 

1. The documents should be presented not after the expiration date 
of the credit, but before. If the beneficiary encounters any delays in 
getting the shipment ready, he should have the credit extended. He 
may do so by requesting the bank, the agent, or the buyer to allow such 
an extension. 

2. Do not make paitial shipments when the credit requires one ship- 
ment. Either wait until the whole order can be shipped, or have the 
credit amended to permit more than one shipment. 

3. Present the documents before the steamer carrying the goods 
reaches its destination. If the documents do not reach the consignee 
before the arrival of the merchandise, the delay might cause incon- 
venience, and often great expense, such as customs fines. 

4. Each credit must be considered as a separate transaction. Theie- 
fore do not combine shipments authorized by diffcient credits. 

5. Do not piescnt invoices exceeding the credit, or showing a larger 
quantity of goods than called for in the credit. The bank will not pay 
a draft that exceeds the credit. 

6. The documents must correspond with each other. For example, 
the marks and numbers shown on the invoice should be the same as 
those shown in the bill of lading. 

7. Do not fail to piesent to the bank every document requested in 
the credit. If the credit requests the presentation of an unobtainable 
paper, have the credit amended. 

8. The description of the merchandise in the invoice as well as in 
the other documents should correspond with the description given in 
the credit. 

9. Do not overinsure or underinsure the shipment. If the credit 
asks for a policy, do not submit an insurance certificate. 

10. The insurance certificate or policy should not bear a date later 
than the date of the bill of lading. 

11. Do not submit a foul bill of lading. The bank will accept only 
clean bills of lading. 

12. Never submit a bill of lading marked "on deck" when such ship- 
ment is not authorized in the credit. 

13. The bill of lading should be drawn in the manner indicated in 
the credit. If the credit requires an "order" bill of lading, do not deliver 
to the bank one issued in the name of the buyer, or vice versa. 

14. If the credit requires an "on board" bill of lading, it must be so 
marked by the steamship company. 
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15. If the seller pays for the transportation charges, the bill of lading 
should be marked accordingly, that is, "freight prepaid." 

16. If the credit does not cover the transaction properly, request the 
bank, the foreign agent, or the buyer to change it. 

17. Follow the stipulations of the credit to the letter, but do not 
hesitate to ask the bank to explain and confirm in writing any wording 
in the credit that is not clear. 

Customs and Practice for Commercial Documentary Letters of Credit 

In every commercial letter of credit issued by an American bank, the 
following paragraph is inscribed: 

Unless otherwise expressly stated, this credit is issued subject to all the 
pertinent terms, provisions and conditions contained in an instrument entitled, 
"uniform customs and practice for commercial documentary credits fixed by 
the Seventh Congress of the International Chamber of Commerce with guiding 
provisions," which are incorporated herein and made a part hereof. 

The terms to which the above statement makes reference are as follows: 
GENERAL PROVISIONS 

a. The provisions, definitions, interpretations, and so forth contained in the 
following Articles are to be understood as uniform directions in regard to 
Commercial Doc^ mentary Credits, applicable exclusively when other express 
and previously agreed arrangements between the parties do not intervene, and 
when such contrary agreements are not expressed in the conditions of credits or 
of Commercial Letters of Credit. 

b. It is essential that instructions regarding papers or documents required 
be complete and precise. If, however, this should not be the case and Banks 
find themselves obliged to pay against documents without these being par- 
ticularly specified, they will refer to Section C of the present text. It is also 
necessary that the use of technical terms should not give rise to confusion, 
owing to different interpretation. 

c. The beneficiary of a credit can in no case avail himself of the legal rela- 
tions existing between Banks, or between the Bank of the principal (purchaser) 
and the latter. 

A. FORM OF CRFDIT. 

Article 1. Commercial Documentary Credits are essentially distinct transac- 
tions from sales contracts, on which they may be based, with which Banks are 
not concerned. 

Article 2. Commercial Documentary Credits may be either: 

a. revocable, or 

b. irrevocable. 

Article 3. All credits, unless clearly stipulated as irrevocable, are considered 
revocable, even though an expiry date is specified. 

Article 4. Revocable credits are not legally binding undertakings between 
Banks and beneficiaries. Such credits may be modified or cancelled at any mo- 
ment without the Bank being obliged to notify the beneficiary. When a credit 
of this nature has been transmitted to a correspondent or to a branch, its modi- 
fication or cancellation can take effect only upon receipt of notification by the 
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said correspondent or branch with which the credit has been made available. 

Article 5. Irrevocable credits are definite undertakings by an opening Bank 
in favour of the beneficiary. Such undertaking can neither be modified nor 
cancelled without the agreement of all concerned. 

Article 6. Irrevocable credits may be notified to the beneficiary through an 
advising Bank without responsibility on the latter's part when it has merely 
been asked to notify the beneficiary. 

Article 7. An advising Bank may be called upon by the opening Bank to 
confirm an irrevocable credit. In this case, the advising Bank makes itself re- 
sponsible to the beneficiary as from the date on which it gives confirmation. 

Article 8. In the event of the period of validity of the credit not being 
stipulated in an order to open, to notify or to confirm an irrevocable credit, 
the beneficiary will be advised of the credit for information only, and this im- 
plies no responsibility on the part of the correspondent or advising Bank. 
The credit will only be irrevocably opened or notified or confirmed later when 
the correspondent or the advising Bank have received supplementary details 
on the duration of validity. 

Article 9. When an irrevocable credit is opened in the form of a Commercial 
Letter of Credit, the Letter of Credit itself must include notification of the 
opening of an irrevocable credit and constitute the definite engagement by the 
issuing Bank towards the beneficiary and holder in good faith to honour all 
drafts issued by virtue of and in conformity with the clauses and conditions 
contained in the document. This document may be transmitted and/or 
notified by another Bank without engagement for the latter. 

When a correspondent is instructed by cable or telegram to notify such Letter 
of Credit, the issuing Bank must send the original of the said Letter of Credit 
to the said correspondent, if it is intended to put the document itself into 
circulation; if any other procedure were followed, the issuing Bank would be 
responsible for all consequences which may result therefrom. 

All the other provisions applicable to Commercial Documentary Credits are 
also applicable to the Commercial Letter of Credit. 

B. LIABILITY 

Article 10. Banks must examine all documents and papers with care so as to 
ascertain that on their face they appear to be in order. Payment against docu- 
ments in accordance with the teims and conditions of a credit by a Bank in- 
structed to do so binds its principal to take them up. 

Article 11. Banks assume no liability or responsibility for the form, suf- 
ficiency, correctness, genuineness, falsification or legal effect of any documents 
or papers, or for the description, quantity, weight, quality, condition, packing, 
delivery or value of goods represented thereby, or for the general and/or par- 
ticular conditions stipulated in the documents, or for the good faith or acts 
of the consigner or any other person whomsoever, or for the solvency, standing, 
etc. of the carriers or insurers of the goods. 

Article 12. Banks assume no liability or responsibility for the consequences 
arising out of delay and/or loss in transit of cables or telegrams, letters and/or 
documents, or for delay, mutilation or other errors in the transmission of cables 
or telegrams, or for errors in translation or interpretation of technical terms, 
and Banks reserve the right to transmit credit terms without translating them. 

Article 13. Banks assume no liability or responsibility for consequences aris- 
ing out of the interruption of their business either by a decision of a public 
authority, or by strikes, lockouts, riots, wars, acts of God or other causes beyond 
their control. On credits expiring during such interruption of business, Banks 
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will be able to make no settlement after expiration, except on specific instruc- 
tions from their principal. 

Article 14. Banks utilising the services of another Bank assume no liability 
or responsibility towards their principal (unless they themselves are at fault) 
should the instructions they transmit not be carried out exactly, even if they 
have themselves taken the initiative in the choice of their correspondent. 
Banks consider themselves authorised to make provision for credits with the 
Banks whose services they utilise, for the account and at the risk of the prin- 
cipal, and without any responsibility. 

The principal (purchaser) is responsible to the Banks for all obligations im- 
posed upon the latter by foreign laws and customs. 

C. DOCUMENTS 

Article 15. Unless otherwise instructed, Banks consider themselves authorized 
to honour the documents which they judge necessary, if presented in a suitable 
form, viz.: 

a. In maritime traffic: 

Full set of Sea or Ocean Bills of Lading in negotiable and transferable form; 
Transferable Policy or Certificate of Insurance; Invoice. 

b. In inland traffic: 

Complete set of negotiable and transferable inland waterway Bills of Lad- 
ing, or 

Inland Waterway Consignment Note, or 
Railway Consignment Note, or 
Counterfoil Waybill; 

Transferable Policy or Certificate of Insurance; 
Invoice. 

c. In postal traffic: 
Postal Receipt; 

Transferable Policy or Certificate of Insurance; 
Invoice. 

Banks have the right to waive insurance papers, if the beneficiary furnishes 
proof satisfactory to them that the insurance is covered by the principal or 
the consignee of the goods. 

Article 16. The date of the Bill of Lading, or date indicated on the reception 
stamp of the Railway or Inland Waterway Consignment Notes, Counteifoil 
Waybills, Postal Receipts or other shipping documents will be taken in each 
case to be the date of shipment of the goods. 

Article 17. Proof of payment of the freight will be considered by the Banks 
sufficient if the mention "freight paid" or other similar expression is affixed by 
stamp or in handwriting on the shipping documents. 

Article 18. Shipping documents bearing reservations as to the apparent good 
order and conditions of the goods may be refused. Unless otherwise implied 
by the conditions of credit or documents presented, Banks may honour docu- 
ments stating that the goods are subject to C. O. D., insofar as such C. O. D. 
represents freight or transportation charges. 
Bills of lading 

Article 19. When Sea or Ocean Bills of Lading are required, the following 
may be accepted: 

a. "Received for Shipment," or "Alongside" Bills of Lading; 

b. "Port" or "Custody" Bills of lading for shipments of cotton from the 
United States of America, drawn under the "Liverpool Cotton Bill of 
Lading Conference" of 1907; 
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c. Transshipment Bills of Lading which, apart from printed clauses per- 
mit transshipment on the way, on condition, however, that the entire 
voyage be effected under one and the same Bill of Lading. 

Should it, for technical reasons be impossible that the entire voyage be 
covered by the same document, transshipment Bills of Lading may never- 
theless be accepted without any responsibility for the Banks; 

d. "Through Bills of Lading" issued by steamship companies or their agents. 
(See guiding provision No. 3.) 

Article 20. Bills of lading issued by forwarding agents will be refused, as 
also Bills of Lading for shipment by sailing vessels. (See guiding provisions 
No. 1 and No. 7.) 

Article 21. Banks have the right to accept Bills of Lading mentioning the 
stowage on deck of goods of a special nature, on condition that the insurance 
covers the ri^ks arising therefrom. 

Article 22. When shipment by steamship is required, Banks may consider 
themselves authorized to accept Bills of Lading for shipment by motor vessels. 

Article 23. When "On Board" shipment is required and is evidenced by a 
"Shipped" or "On Board" Bill of Lading, the Bill of Lading date will be taken 
as evidence that the goods have been shipped on or before that date at the 
place of shipment indicated on the Bill of Lading. 

When loading on board is evidenced by means of a notation, and if the 
documents are presented for payment or for negotiation after the date of ship- 
ment stipulated in the credit, this notation must give the date of the loading 
on board in the port of shipment indicated on the Bill of Lading. If the date 
of the loading on board is not given, the date of the notation will be considered 
as that of the loading on board. 

Article 24. Banks have the right to require that the name of the beneficiary 
of the credit appear on the Bill of Lading as shipper or endorser. 

Railway or inland waterway consignment Notes, counterfoil 
waybills, postal receipts, 

Article 25. Banks will consider these documents as regular when they bear 
the reception stamp of the railway or postal authorities, or, in the case of 
Inland Waterway Consignment Notes, when signed by the master. The docu- 
ments must indicate as consignee either the principal (purchaser) or the 
opening Bank. 

Article 26. When an attestation or certificate of weight is required in the case 
of railway transport, Banks may refer to the indications contained in the ship- 
ping documents, on condition that weighing has been duly witnessed by means 
of a weight stamp or other official means. A weight attestation will only be 
required on special request. 

Article 27. If, in the case of shipment by rail, by inland waterway or by post, 
the name of the beneficiary does not appear on the transport documents, Banks 
may require them to be countersigned by him. 

Insurance 

Article 28. Banks may accept either Policies or Certificates of Insurance is- 
sued by companies or their agents, by underwriters or eventually by brokers. 
(See guiding provision No. 2.) 

Article 29. The minimum value insured must be the C. I. F. value of the 
goods insofar as it is possible to check it by means of the documents tendered, 
but in no case should it be less than the amount of the settlement, or than that 
of the invoice if the latter is higher. 
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Article 30. Failing instructions as to the risks to be covered, Banks will ac- 
cept insurance documents as tendered providing that these cover the goods 
against transport risks. 

Article 31. When a credit stipulates "Insurance against all Risks" Banks can 
in no way be held responsible if any particular risk is not covered. 

Invoices 

Article 32. Invoices must be made out in the name of the principal (pur- 
chaser) or in the name of any other person designated by him. 

Article 33. In order to determine the quality of the goods, Banks may refer 
to the indications given in the Invoices, which should correspond with those 
stipulated in the credit. Banks will accept shipping or insurance documents 
bearing the generic description of the goods. 

Other documents 

Article 34. When other documents are required, such as: "Warehouse Re- 
ceipts, Delivery Orders, Consular Invoices, Certificates of Origin, Certificates of 
Weight, of Quality or of Analysis," without further definition, Banks may ac- 
cept such documents as tendered without responsibility on their part. 

In special cases to be determined by Banks, the latter will require all other 
documents which they may consider necessary. 

D. INTFRPRETATION OF TERMS 
"About," "Circa" or similar terms 

Article 35. These terms to be construed as allowing a difference not to ex- 
ceed 10% more or less applicable, according to their place in the instructions 
or letters of credit, to the amount of the credit, or to the quantity or unit 
price of the goods. When the goods, by their nature, do not allow the delivery 
of the exact quantity indicated as, for instance, oil in barrels, ore in bulk, 
chemicals in bulk or in cylinders, etc a difference of 3% more or less will be 
allowed, even if the terms of the credit call for a fixed weight or measurement. 

Partial shipments 

Article 36. Banks may refuse to pay for partial shipments if they think it 
advisable. (This article superseded by guiding provision No. 4.) 

Article 37. If shipment by instalments within given periods is specified, each 
instalment shall be treated as a separate transaction. The instalment not 
shipped within a given period cannot be added to subsequent shipments and 
is considered as ipso facto cancelled. Banks may however pay against docu- 
ments for subsequent shipments provided they are made within the given 
periods. 

Maturity and validity 

Article 38. The period for which all irrevocable credits are to remain in 
force must be stipulated. The period may be either a time for payment or a 
time for shipment. If the credit does not specify which, the Bank shall con- 
sider the date to be the date for payment and after its expiration shall refuse 
payment, even if the documents bear a date within the time for payment. 

Article 39. The words "to," "until," "till" and words of similar import apply- 
ing to dates of maturity for payment or negotiation are understood to include 
the date mentioned. 

Article 40. When the stipulated expiry date falls on Sunday or legal or local 
holiday, or upon any holiday recognized as such by the Banks, the last day of 
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the period of validity will be extended until the first following business day. 
This does not apply to the last day for shipment which must be respected what- 
ever the day. 

Article 41. The validity of a revocable credit, if no date is specified, will be 
considered to have expired six months from the date of the notification sent 
to the beneficiary by the Bank with which the credit is available and this 
Bank may refuse any payment after said period, unless its principal gives spe- 
cial instructions to the contrary. 

Shipment, loading or dispatch 

Article 42. "Prompt," "immediately," "as soon as possible," etc., these terms, 
and otheis of similar import, are to be interpreted as a request for shipment 
within thirty days from the notification to the beneficiary, unless a date has 
been stipulated. When the words "departure," "dispatch," or "loading" are 
used in Commercial Documentary Credits, and unless specific evidence in re- 
spect thereto is required, the Banks will consider these words as sjnonymous 
to "shipment," and they may be guided by the date appearing upon the Bills 
of Lading or other shipping documents. 

Presentation 

Article 43. Documents must be presented without delay. Banks may refuse 
the documents if presented to them too late, in other words at a date not 
justified by the usual time taken to cover the distance between the place of 
dispatch and the place where payment is made. 

Article 44. Banks arc under no obligation to accept documents outside their 
banking hours. 

Extension 

Article 45. Any extension of the period for shipment shall extend for an 
equal period the time fixed for presentation or negotiation of documents or 
drafts. (See guiding provision No. 5.) 

Date terms 

Article 46. The terms "first half," "second half" of a month shall be construed 
respectively as from the 1st to the 15th, and the 16th to the last clay of each 
month, inclusive. 

Article 47. The terms "beginning," "middle," or "end" of a month shall be 
construed respectively as from the 1st to the 10th, the llth to the 20th, and 
the 21st to the last day of each month, inclusive. 

Article 48. When a credit is opened as good "for one month," "for six 
months," etc., and the principal has not specified the date from which the time 
is to run, the time shall run from the date on which the beneficiary is advised 
by the Bank which notified the opening of the credit, and at which the credit 
is to be payable. 

E. TRANSFER 

Article 49. A credit can only be transferred on the express authority of the 
principal. In this case the credit can be transferred once only, and on the 
terms and conditions specified in the original credit, with the exception of 
the amount of the credit and of the time of validity, which both may be reduced. 

If a commercial Documentary Credit is transferred by fractions, such frac- 
tional transfers shall be considered as constituting one single transfer only. 
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Authority to transfer a credit covers authority to transfer it to another place. 
Bank charges entailed by such transfers are payable by the original beneficiary 
unless otherwise specified. During the validity of the original credit, payment 
may be made at the place to which the credit has been transferred. 

GUIDING PROVISIONS 

1. In the U. S. A., Bills of Lading stipulating that they have been issued 
under the terms of and subject to the conditions of a "Charter Party" are not 
accepted unless expressly stipulated in the Credit. 

2. Jn the U. S. A., "Insurance Brokers' Cover Notes" are not accepted unless 
expressly stipulated, as the banks in the U. S. A. construe the term "insurance" 
as either policy of insurance or underwriters' certificate of insurance. 

3. In the U. S. A., "On Board Bills of Lading" are not demanded unless ex- 
pressly required, even though the Credit mentions the name of a steamer. 

4. In the U. S. A., documents for paitial shipments are accepted unless ex- 
pressly prohibited; even though the Cicdit mentions the name of a steamer, 
partial shipment or shipments by that st earner are accepted. 

5. In the U. S. A., an extension of a date for presentation or negotiation of 
draft and documents is not considered as extending the date of shipment. 

6. In the U. S. A., the Definitions of Export Quotations are those known as 
"American Foreign Trade Definitions," which ucre adopted at a conference 
held at India House, New York, on December Ifi, 1919, revised July 30, 1941, 
and which arc now in wide use. 

7. In the U. S. A , Railroad Through Bills of Lading arc not accepted unless 
expressly stipulated, except on exportations M'a Pacific ports to the Far East. 5 

Presentation of Documents 

It has been previously stated that all shipping papers must be drawn 
to conform to the instuictions indicated in the credit. These papers are 
presented at the bank for the purpose of: 

1. Negotiating the Diaft, in which case the notifying bank advances 
the sum of money specified in the bill of exchange and covering the 
value of the goods, ocean freight, and insurance. This amount should 
not exceed the sum specified in the credit. 

2. Payment, in which case the bank pays the full value of the shipment. 

3. Acceptance, which is accomplished by the proper official of the bank 
by writing on the face of the bill of exchange, the word "Accepted," 
dating it, and placing his signature underneath. Illustration 1. 

Commerce with Nations Engaged in Armed Conflict 

As soon as war starts outside the United States, this government usu- 
ally issues regulations tending to contiol its foreign trade. Invariably 
the measures exert an unexpected and a far-reaching effect on the meth- 
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ods of financing foreign trade, especially on those sales intended for 
the belligerent countries. 

For example, the Neutrality Act of 1939, unlike the previous existing 
law, forced the banks to change their methods of financing merchandise 
bound for countries at war. The generally accepted practice followed 
was to negotiate, accept, or pay bills drawn against export commercial 
letters of credit upon delivery of the corresponding shipping documents. 
This prerequisite guaranteed the bank the right to hold the title to 
ownership of the merchandise. The Neutrality Act of 1939, however, 
amended this proceduie and required instead that, if the purchases rep- 
resented war material intended for any of the nations engaged in the 
conflict, the title of ownership was required to be transferred to the for- 
eign buyer before the goods could be placed on board the steamer. 

To estimate the effect this decree had on exporters, it is sufficient to 
consider the position of a beneficiary of an export letter of credit issued 
previous to the enactment of the law and maturing after it had gone 
into effect. The accepting or paying bank had to adjust such credits 
to conform to the legal requirements of the new act. Furthermore, the 
shipping companies as well as the insurance underwriters had also to 
modify their methods of operation to suit the new conditions. 

It is therefore hardly necessary to add that, since political actions, 
social changes, arid national conflicts invariably have their repercussions 
in this country, at such times the foreign credit man should seek the 
advice of bankers and individuals qualified to speak with authority on 
the possible effect such events will have on international trade. 

Shipping Documents: the Intervening Parties 

If we follow the successive steps of a single export transaction, we 
shall notice that several parties have intervened. Furthermore, each of 
these intermediaries has issued a document defining his responsibilities 
in the transaction. For example: 

1. Commercial invoice is a document issued by the seller to the buyer 
detailing the transaction. It usually states terms of the sale, currency 
in which payment must be made, number of packages shipped, their 
gross and net weights, measurements, description of the articles sold, 
price per unit, total value of the goods, shipping as well as other expenses 
incurred, marks and numbers on the packages, and any other informa- 
tion that will help both the exporter and the importer to identify the 
transaction. 

2. Ocean bill of lading is a receipt issued, usually in sets of three, by 
the steamship company (the carrier) proving to the shipper that certain 
goods have been delivered for transportation to a named destination. 
This document contains a description of the goods, numbers and marks 
on the packages, buyer's name in full, name of the consignee, and final 
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point of destination. It also contains the contract binding the trans- 
portation company and the shipper. 

As stated before, the shipper is known as the consignor, and the party 
who receives the shipment is known as the consignee. 

The goods may be consigned in the name of a given person. In that 
case the bill of lading is known as a "straight B/L." If the shipment is 
consigned to order, then the bill of lading is known as an "order B/L." 

The second form is the most practical from the foreign credit man's 
point of view, since the title of ownership to the merchandise does not 
pass to the importer until the documents arc released to him. 

Bills of lading issued to order must be endorsed cither in blank or 
in the name of some particular person or firm. 

There are several other kinds of bill of lading, of which the most 
commonly known are: 

(a) Through B/L. A through bill of lading is one issued by rail- 
road companies that carry goods from the interior to the port of em- 
barkation. They also make arrangements to ship the merchandise over- 
seas, for which service they charge a fee. 

(b) Clean B/L. A clean bill of lading issued by the steamship com- 
pany indicates that the goods have been received in apparently good 
order and condition. 

(c) Foul B/L. A foul bill of lading is one in which the carrier 
indicates that certain containers or cases have been damaged in transit. 

(d) On board B/L. Frequently one reads in the instructions of 
the commercial letter of credit that the bill of lading must be "on 
board." This is accepted to mean that the bill ol lading will not be 
issued until the goods have been placed on board the steamer carrying 
the merchandise. 

(e) Received for shipment B/L. A received for shipment bill of 
lading is one issued upon delivery of the merchandise to the carrier. 

(f) House B/L, or Fonuarding agent bill of lading. This is one 
issued by a foreign freight agent, usually called a forwarding agent. 
(See Illustration 9.) 

If, for example, Mr. Robert Hendeison of Sydney, Australia, comes to 
this market to purchase goods, and he buys from ten different houses, 
it would be profitable for him to combine these purchases into one 
shipment. 

If Mr. Henderson buys on sight draft payable on receipt of goods in 
Sydney, Australia, he will find it impossible to combine his purchases 
and at the same time issue ten original negotiable bills of lading. To be 
sure, the steamship company will refuse such an arrangement. 

To overcome this difficulty, Mr. Henderson arranges with a forward- 
ing agent to accept the goods delivered in his name and to issue a house 
bill of lading to the seller of the goods. 



302 FINANCING EXPORT BUSINESS 

As soon as the foreign credit man receives the forwarding agent's bill 
of lading, he attaches it to his sight draft, which he will send to the bank 
for collection. 

When Mr. Robert Henderson pays the draft in Sydney, Australia, he 
detaches the bill of lading, presents it at the office of the American for- 
warding agent in Sydney, and receives the merchandise. 

It is obvious that when the goods are delivered to the forwarding agent 
he becomes the sole owner or custodian. Therefore, the advisability of 
accepting foreign orders under this condition depends on the integrity 
of the forwarding agent and the responsibility of the importer. 

3. Marine insurance. Inasmuch as ocean carriers do not assume full 
responsibility for the cargo entrusted to them, exporters protect them- 
selves against possible losses at sea by means of marine insurance. This 
insurance is available upon payment of a premium to the insurer, or 
"underwriter/' who undertakes to make good for any losses or damage 
suffered by the shipper and arising from the perils of the sea, fire, and 
other causes enumerated in the policy. Such compensation will not 
exceed, of course, the amount for which the shipment is insured. 

As an indication that such a policy has been obtained, the insurer 
draws what is called an Insurance Certificate. The document is made 
out in the name of the shipper and can be assigned by writing his name 
on the back of the paper. Illustrations 33 and 33A. 

The insurance should cover the risks specified by the importer, which 
usually are the peril of the sea, war, men-of-war, theft, and pilferage. 

Insurance may be taken for each separate shipment, or the exporter 
may arrange for a "Floating Policy," which protects every single ship- 
ment made, up to a specified maximum amount. 

4. Other documents. Theie are other minor documents that must 
be submitted to the seller, such as: 

(a) Consular invoice, which is a commercial invoice made out on a 
special form obtained from the consul of the country where the goods 
are to be shipped, and consulated by him. 

(b) Certificate of origin, which verifies that the merchandise orig- 
inated in the country stated therein. 

(c) Non-dumping certificate, in which the seller certifies that the 
invoice prices of the goods are not below the current market prices. 

(d) Less frequently used documents, such as proof of standard and 
quality and weight of the products, health certificate, inspection certifi- 
cate, import and export licenses. The list is endless. The important 
point to bear in mind, however, is to produce whatever documents are 
required by the importer and the officials at the port of departure and 
the port of entry. 

Examining the documents. Although the shipping department is 
responsible for the drawing of shipping documents, the credit depart- 
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ment will nevertheless find it advisable to examine documents pertain- 
ing to any commercial letter of credit, so as to ascertain that all the re- 
quirements set forth in the credit have been faithfully fulfilled. 

The object is to avoid any discrepancies, for otherwise the documents 
will be returned and the tliaft will remain unpaid. In fact, the pos- 
sibility may arise that while the documents are returned for correction 
the letter of credit may expire, which will compel the exporter to cable 
the importer requesting an extension of the letter of credit. Should the 
foreign buyer decline to extend the credit, the exporter will not be able 
to collect for the goods already en route to their destination. 

It is therefore absolutely essential for the credit department to ex- 
amine carefully each detail of the draft and documents, which must 
agree in every respect with the details given in the commercial letter of 
credit. For example, a woolen house received a letter of credit which 
specified that the invoice declare the merchandise to be "woolen clothes." 
But since this firm does not sell woolen clothes, it must have the credit 
amended to read "woolen cloth." No doubt this was nothing more 
than a slight mistake on the part of the typist, or an error on the part 
of the foreign bank that prescribed in the credit "woolen clothes" in- 
stead of "woolen cloth." Nevertheless, since the beneficiary does not 
deal in "woolen clothes," it has to have the credit amended to read 
correctly. 

It is advisable then for the foreign credit man first to examine care- 
fully the letter of credit before accepting the order. If he cannot comply 
with the stipulations of the credit, he should proceed to have it amended 
to his satisfaction. Second, before presenting the draft and the shipping 
papers to the bank, he should exercise the utmost care in examining 
every document as well as the draft. This examination must be made 
in an orderly manner. Attention is first given to the draft, as follows: 

1. He will examine it to see that it has been properly drawn as speci- 
fied in the credit, as to the amount and tenor. The drawee's name and 
address should be clearly written. If the draft is to be drawn on the 
importer without recourse, the words "Without recourse to:" should 
appear above the name of the drawer. 

2. If the payee of the draft is the beneficiary of the letter of credit, he 
should not neglect to sign and endorse the draft. 

3. The face value of the draft should equal the total amount of the 
commercial invoices plus the expense bills. This total should not ex- 
ceed the amount specified in the commercial letter of credit. Further- 
more, the draft must be drawn and presented to the bank before the 
letter of credit expires. 

Once the foreign credit man has satisfied himself that the draft has 
been properly drawn, he proceeds to examine the shipping documents. 
This, too, must be done methodically, without neglecting to consult the 
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credit every time he examines a new document. If necessary, he should 
have two people check the details. 
The procedure is as follows: 

1. The invoice is scrutinized to determine that: 

(a) The name and address of the buyer is correct. 

(b) It contains the number of the order, the number of the invoice, 
and the number of copies demanded. 

(c) The cases, measurements, weights, and marks have been prop- 
erly noted on the invoice. 

(d) It shows in detail the goods ordered, the quality and quantity 
called for in the letter of credit. 

(e) The price and the total amount agree with the price and 
amount specified in the credit. 

2. The bill of lading must agree with the commercial invoice in re- 
gard to: 

(a) Quantity. 

(b) Description of the goods. 

(c) Port of destination. 

(d) Marks. 

(e) Number of cases or packages. 

The bill of lading should also agree with the specification of the credit 
as to how it should be drawn; that is, to order, in favor of the importer, 
or in favor of the opening bank. If the credit requires "on board" and 
"freight prepaid" bill of lading, then it should be marked accordingly 
and signed by an authorized official of the steamship company. 

3. The insurance, when required, and the insurance certificate should 
show: 

(a) The same kind and quantity of goods as shown in the com- 
mercial invoice. 

(b) That it covers exactly the risks specified in the letter of credit, 
no more and no less. 

If the insurance certificate shows that it covers risks not prescribed 
in the credit, the bank will refuse to pay the draft, claiming the excess 
coverage an unnecessary expense. If the letter of credit merely specifies 
"marine insurance," without hesitation the bank should be requested to 
define exactly what it means by "marine insurance," and to state exactly 
what insurance coverage is desired. It should be stressed again and 
again that, whenever the foreign credit man encounters any phrase in 
a credit which is not clear, he should immediately request the bank to 
explain in writing the meaning of the phrase. 

4. The consular invoice should also agree with the details set forth 
in the commercial invoice. 

5. Any other paper called for in the credit should also be examined 
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with the idea of determining that it is exactly the document required 
by the credit. 

Finally, as far as the bank is concerned, the documents requested in 
the letter of credit must be drawn in accordance with the provisions of 
the letter of credit. If those provisions do not agree with the sales 
contract, the beneficiary will either follow the instructions contained in 
the letter of credit, or have the credit amended to conform to the terms 
of the original contract. In other words, the beneficiary should not 
adhere to the instructions of the contract when the sale is made against 
a letter of credit. He should reverse the procedure and follow the re- 
quirements of the credit. 

Discrepancies in Documents under a Letter of Credit 

Discrepancies in documents are due primarily to drawing the papers 
contrary to the general practice followed in making the documents in 
export business, or preparing them at variance with the instructions 
contained in the letter of credit. 

For example, the bank must have in its possession a complete set of 
documents as specified in the credit before it expires. If for some rea- 
son the beneficiary overlooks this requirement and delivers the papers 
after the expiration date, the bank will naturally decline to honor the 
draft. Its only alternative is to return to the beneficiary the draft to- 
gether with the documents. In these circumstances the only thing the 
exporter will be able to do to effect collection is to have the credit ex- 
tended. This he may accomplish by cabling the importer directly, or 
through the bank, for additional time that will permit the American 
bank to recognize the presentation of the documents and to honor the 
draft. 

It is important to remember that if the bank returns the documents 
because of discrepancies, and while the documents are being corrected 
the letter of credit expires, the beneficiary will not be able to collect the 
proceeds of the draft unless the buyer grants an extension on the credit. 

Another rule that must be observed is to present the documents to the 
bank as soon as they have been prepared. Any delay in this respect 
might prevent the consignee from receiving the shipping papers at the 
time when the goods reach their destination. This will naturally cause 
inconvenience and annoyance to the buyer. In fact, he must incur addi- 
tional expenses only too often in order to expedite the clearing of goods 
without the necessary papers. 

When documents are presented with so much delay that it is im- 
possible to forward them by the same boat that carries the goods, the 
bank as a rule refuses to honor the draft drawn under the authority 
of the letter of credit. Such documents are called Stale Documents. 
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If the letter of credit distinctly specifies that the bill of lading be is 
sued in the name of the buyer or consignee, and the bill of lading is 
presented in negotiable form, the bank is not obliged to accept the docu- 
ments; in fact it will decline to honor the draft unless the beneficiary 
obtains an amendment to the credit permitting the bank to honor the 
draft. 

A letter of credit is a binding contract; thus when a bank confirms 
any commercial letter of credit, it obligates itself to adhere to all the 
conditions specified in the credit. If the beneficiary is not able to fol- 
low the instructions, there is only one solution: to have the credit 
amended to conform to the desires or requisites of the beneficiary. 

Guarantees Issued to the Bank by the Beneficiary of a 
Letter of Credit 

Whenever a responsible exporter who is a beneficiary of a letter of 
credit draws the documents in a way not satisfactory or not in accord- 
ance with the stipulations of the commercial letter of credit, the bencli- 
ciary, as stated bcfoic, may have the cicdit amended so as to permit 
the bank to honor the draft. 

Another method to be followed by the beneficiary for collecting against 
a letter of credit, although the documents are not in order, is to give a 
guarantee to the bank. This guarantee holds the bank harmless should 
the importer refuse to honor the draft. If the foieign buyer declines 
to pay the amount of the shipment, the American bank will reclaim what- 
ever money has been advanced to the beneficiary plus the accumulated 
interest. 

The bank in this case takes the position that the payment received by 
the exporter is nothing else but an advance of funds, which must be 
returned if the importer declines to accept the shipping documents. If, 
on the other hand, the importer gives a waiver for the discrepancies, then 
the beneficiary's guarantee will not be required by the bank. 

The guarantee usually accepted by the bank is similar to the one 
shown in Illustration 69. 

The Bank Honors the Credit 

Let us assume that the point has been reached when the seller has 
prepared his shipping documents and the goods are on their way to the 
foreign buyer. The questions arise: 

How does the exporter get paid? 

When does the buyer pay for the goods? 
Let us follow step by step the final stages of this transaction: 

1. First of all the exporter draws a draft. The letter of credit may 
specify that such a draft be drawn: 
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(a) On the American bank. 

(b) On the foreign bank. 

(G) On the foreign buyer and without recourse. 

2. Once the draft has been drawn, the original is attached to the ship- 
ping documents and presented to the American bank, which will ex- 
amine the papers to ascertain whether they have been drawn in ac- 
cordance with the instructions specified in the credit. If correct, the 
bank pays or negotiates the bill. 

3. The next step is for the American bank to mail the documents to 
the opening bank, which is, of course, the foreign bank, but first charg- 
ing the latter's account for the money advanced to the exporter. 

4. As soon as the papers are received by the foreign bank, they are 
presented to the buyer, who will pay the full amount of the shipment. 
These steps can be presented in diagram form as follows: 





Explanation: 

1. The exporter, No. 1, presents the documents to the American Bank, 
No. 2. 

2. The American Bank, No. 2, pays and charges the Foreign Bank, 
No. 3, with the sum in question. 

3. The American Bank, No. 2, mails the documents to the Foreign 
Bank, No. 3. 

4. The Foreign Bank, No. 3, presents the documents and collects the 
value of the shipment from the buyer, No. 4, and the transaction is closed. 

The Trust Receipt Abroad 

When a bank extends credit to a merchant in the form of a letter of 
credit, it demands some security from the borrower, as a rule, the owner- 
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September 3rd, 1946 



The Bank, 

New York, N. Y. 

Attention: Manager, Foreign Department 

Gentlemen: 

RE: Letter of Credit No. E 49396, amount $22,000. 
Account A. T. Kai & Company. 



Reference is made to the above captioned Letter of Credit. In consideration 
of your honoring our draft No. 1149, dated August 15, 1946, in the amount of 
$7,326.51 drawn under the subject Letter of Credit, we hereby agree to hold you 
free and harmless on any and all consequences which may arise by reason of 
the following discrepancies in documents tendered to you: the credit provides 
for marine insurance including war risk and the certificate of insurance pro- 
vided for all risk coverage. 

Very truly yours, 



Illustration 69. LETTER OF GUARANTEE FROM THE BENEFICIARY OF A 
LETTER OF CREDIT TO THE BANK. 
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ship of the goods while in transit. This is accomplished by having the 
bill of lading issued in the name of the bank granting the credit ac- 
commodation. Since the borrower must eventually have possession of 
the goods in order to dispose of them, it becomes essential for the banker 
to find a method to release the shipment in trust. 

This is done by creating a legal document known as a Trust Re- 
ceipt. In this commercial instrument the buyer acknowledges receipt 
of certain goods, and binds himself to pay the bank the money advanced 
from the proceeds of their sale. He may either pay the full amount at 
once, or pay by installments. 

There are several types of trust receipt, the most generally used being: 

(a) Trust receipt granting the merchant full possession of the goods. 

(b) Trust receipt permitting the transfer of the goods from the vessel 
to the bank's warehouse. The warehouse receipt issued by the ware- 
house company is, of course, delivered to the bank. Under this arrange- 
ment the merchant obtains deliveries as payments are made. 

(c) Trust receipt allowing the goods to be released to the merchant 
with the understanding that they must be kept separate from other mer- 
chandise in the establishment. 

Trust receipts in the Far East. In discussing drafts drawn on the 
Far East on D/P basis, the fact was mentioned that the exporter gives 
authority to the collecting bank to release the documents on its own 
responsibility. This release is accomplished by the collecting bank by 
means of the trust receipt. For example: The exporter shipped goods 
to, let us say, Yon Pon Lee, of Manila, P. I. The terms were 90 days 
sight D/P. Authority was given to the bank to release the shipping docu- 
ments on its own responsibility. If the bank decides to release the ship- 
ping papers, but also wishes to have some security, the bank then agrees 
to release the documents to the drawee provided he signs a trust receipt. 

Before authority is given to the bank to release the documents against 
trust receipt, the foreign credit man should ascertain the financial re- 
sponsibility of the collecting bank, as well as its policies in extending 
credit. If the bank grants credit too liberally, he should be cautious in 
extending the privilege of delivering the shipping documents against 
trust receipt. Another point to investigate in this respect is the legal 
status of the trust receipt in the country where it is issued. 

In summary, if the credit man intends to instruct the collecting bank 
to release the shipping documents against trust receipt, it would be to 
his advantage to send his documentary drafts through a bank fully ac- 
quainted with the commercial practices in the Far East, and one which 
is financially responsible. 

The trust receipt in Latin America (receipt in trust). Throughout 
Central and South America, the trust receipt, as commercially known, 
is nonexistent. Instead they have what is called a Receipt in Trust, 
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This document is issued by the collecting bank, holder of a documentary 
draft, and is signed by the importer when he receives the shipping docu- 
ments from the bank. The documents are released for two reasons: 

1. To permit the importer to examine the merchandise covered by the 
documentary draft. 

2. To obtain foreign exchange from the government, which refuses 
to sell dollars unless the shipping papers are presented. 

Under this document the exporter receives no protection whatsoever. 
In fact, from the moment the bank releases the documents, the owner- 
ship of the goods rests with the importer, possessor of the shipping papers. 
In case of bankruptcy the exporter has no right to recover the goods, and 
he will be accepted by the courts only as a general creditor. The mer- 
chandise covered by the documents released will, of course, be included 
as an asset of the bankrupt account. 

The trust receipt in Europe. This document is extensively used in 
England, but since the banks follow a very cautious policy, the goods 
are released only under very strict conditions. 

On the continent the trust receipt is rarely employed. Another in- 
strument, which to a certain extent fills the purposes of the trust receipt, 
is preferred. It is known as the warrant. 

The Warrant 

This is a negotiable paper similar to the warehouse receipt, and 
possessing the functions of a trust receipt. It is issued in duplicate and 
contains a full description of the merchandise, marks, and other details 
permitting the owner to identify the articles. The holder of the war- 
rant is recognized as exercising a lien on the goods. Therefore, by re- 
leasing this paper to a bank the owner may obtain a loan. It also fol- 
lows that if the bank fails to collect the debt, the goods will be sold to 
satisfy the obligation. 



CHAPTER XV 

EXPORT BUSINESS FINANCED BY THE FAC- 
TOR. FOREIGN CREDIT INSURANCE 
GUARANTEES 



FACTORING EXPORT BUSINESS: THE FUNCTIONS OF 
THE FACTOR IN DOMESTIC TRADE 

Factoring first appeared in Europe in the fourteenth century, 1 when 
the factor's principal activity was to finance foreign trade. In this 
country it was introduced early in the nineteenth century. 2 At that time 
the factor not only financed the sales of foreign textile mills doing busi- 
ness in the United States, but also acted as their sales representative. 
As the domestic textile industries expanded, the factor also proceeded 
to extend its facilities to them by acting as their selling and financial 
agent. This dual service rendered by the factor has recently been dis- 
continued. The selling is now mainly done directly by the textile mill 
itself, or through a commission house; and the factor undertakes to 
finance textile mills, as well as commission houses, manufacturers, agents, 
and other commercial enterprises not related to the textile trade. 

A factor is a mercantile house concerned especially with the financing 
of manufacturers, commission houses, and selling agents, through the 
purchase and discount of receivables created by the sales of merchandise. 

The services a factor offers are as follows: 

1. It assumes the credit risk. 

2. It discounts customers' bills representing sales of merchandise. 

3. It makes temporary advances, both unsecured and against merchan- 
dise collateral, offers advice on financial questions, and occasionally ex- 
tends additional assistance in the form of long-term credits and loans. 

In practice the factor takes over the functions and work of the credit, 
the accounts receivable, and the collection departments of the factored 
concern. It does so by means of a legal contract providing for the nec- 
essary assignments and by notifying each customer that the bill rendered 
has been assigned to the factor. This notification must appear on all 
invoices, and reads as follows: 



1 Saulnier, R. J. and Jacoby, N. H., Accounts Receivable Financing, National Bureau 
of Economic Research. 

2 The oldest factoring house in the United States, which is still active, is William 
Iselin & Company, Inc., of New York, established in 1808. 
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This bill is assigned to and payable only to our factors, XYZ Corporation, 
to whom notice must be given of any merchandise returns or claims for shortage, 
non-delivery, or for other grounds. 

It is needless to add that the factor, for the services it renders of as- 
suming the credit risk and the accounts receivable bookkeeping, charges 
a commission. The receivables are discounted at the customary rate of 
six per cent per annum; and the amount is immediately credited to the 
account of the assignor, who is free to draw the resulting credit, subject, 
of course, to a reserve. This reserve varies, and is intended to cover any 
shrinkages of the bills discounted because of merchandise claims, errors, 
or disputes. 

In other words, the factoring charges are of two varieties: one is 
represented by the commission the factor charges for assuming the credit 
risk; the other covers the charges for the discounting of receivables prior 
to their maturity. 

The Factor, the Exporter, and the Risks 

Early in this book (Chapter VII), it was pointed out that five distinct 
hazards are present in every foreign transaction, namely: 

1. The Market Risk. 

2. The Exchange Risk. 

3. The Credit Risk. 

4. The Marine Risk. 

5. The Merchandise Risk. 

The merchandise risk is beyond the scope of this book. The marine 
risk is absorbed by the insurance company. The market and credit 
risks the exporter eliminates by accepting the services of a factor, who 
may also be willing to accept the exchange risk under certain limitations. 
For example, if exchange regulations are enacted after the shipment has 
been accepted by the importer, the factor will absorb the loss suffered, 
if any. If, on the contrary, such regulations are decreed before the ar- 
rival of the shipment or its acceptance by the importer, the risk will 
rest with the factored account, that is, the exporter. 

The factor, of course, cannot be held responsible in any way for 
merchandise claims or disputes, for damages or losses encountered by 
the buyer for lack of sufficient marine insurance, or for fines imposed at 
the port of entry for irregularities or errors in the shipping documents 
when drawn by the seller. Furthermore, the factor will withdraw his 
credit guarantee to the exporter in case of fraudulent practices or mis- 
statements by the exporter. 

Method of Operation 

Factoring is a highly specialized business, limiting its activities to the 
same functions exercised by the credit and the accounting departments 
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of any commercial organization. Export, on the other hand, demands 
the close co-ordination of its various operations, such as merchandising, 
shipping, and credit. It is essential, therefore, for the factor as well as 
for the exporter, to weld together their respective interests in order to 
function efficiently and smoothly, like one unified organization. 

To accomplish this co-ordination, the exporter should direct his 
energy to the business of production and distribution, transferring the 
work of the credit, shipping, and bookkeeping departments to the fac- 
tor. By performing these three functions, and especially the first two, 
the factor is able to inject itself into every commercial transaction the ex- 
porter develops abroad. Furthermore, when the factor attends to the 
shipping of the merchandise, it may issue the corresponding bills of 
lading in its own name. This practice would permit the factor to hold 
title to the merchandise shipped against documentary draft, until the 
foreign buyer has accepted or paid the draft issued by the factor, and 
covering the sales made by the exporter. 

If the exporter takes care of the shipping, he must agree to deliver to 
the factor all shipping documents in duplicate. The factor will either 
mail the documents directly to the buyers who buy on open account 
terms, or attach the documents to the drafts drawn against the buyers 
who do not receive open account terms. In either case the exporter 
will notify the buyer in writing that the payment of the bill is to be 
made directly to the factor. Such a letter should be attached to the 
documents intended for the foreign buyer. The duplicate set of ship- 
ping papers will be held by the factor for future reference. 

For the proper functioning of the credit department, the factor must 
develop a well-knit organization, and its operation should be identical 
to that outlined in Chapter IV. 

Briefly stated, the requirements are as follows: 

1. Reliable sources of information, which will enable the factor to 
ascertain the condition of the market, the credit standing of the im- 
porter, and the trend of the exchange. 

2. A steady flow of business, which will bring the income necessary to 
make the venture profitable. 

3. A competent office staff, thoroughly acquainted with various phases 
of export business, able to execute shipping documents, to handle the 
correspondence, and to attend to the granting of credit, bookkeeping, 
as well as collecting the accounts. 

4. The selection of able foreign agents. Success in export business 
depends to a large extent on the agents. The factor should therefore 
insist that the factored account select men who are not merely salesmen, 
but who are respected, experienced, capable, and well known to the 
market they represent for their integrity and honesty. Above all, they 
should be alert and able to act quickly whenever the occasion arises. 
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The factor should refuse to extend credit in any country where the 
factored account is not properly represented. 

At this point it would be well to mention that the factor should refuse 
to guarantee foreign sales made by an exporter who is financially weak 
and who sells a poor quality of merchandise. Such exporter will always 
be ready to push his sales to all countries in the hope of improving his 
financial position; but experience has shown that dumping merchandise 
in foreign markets has always brought grief and never relief. 

Rate 

The factoring rate in export business depends entirely on: 

1. The volume of business to be done. 

2. The credit conditions of the market. 

3. The general credit standing of the importers. 

4. The terms of sale. 

5. The exchange or transfer risk. 

6. The type of factoring desired by the exporter: 

(a) Discounting and guaranteeing the foreign sales against the in- 
solvency of the buyer. 

(b) Discounting the sales and assuming the credit, exchange, and 
market risks. 

(c) Discounting the foreign sales with full recourse; that is, in the 
event the buyer fails to pay, the exporter assumes the loss. 

(d) Discounting the bills on a basis where part of the risks are shared 
by the exporter. 

In other words, the rate will vary in accordance with the services 
rendered. As a rule the rate of commission charged for guaranteeing 
the foreign sales amounts to anywhere from one per cent for bills pay- 
able on presentation of shipping documents in this country, to five per 
cent for sales made on terms of 90 days date or 60 days sight. An addi- 
tional charge is always made if the shipping documents are prepared by 
the factor. 

The Contract 

The terms under which the factor and the exporter agree to function 
constitute the contract. Its conditions are dictated by the exigencies of 
the trade and the markets to be covered by the agreement. In a gen- 
eral way, the contract deals with the following issues: 

1. All orders intended to be shipped abroad must be submitted to 
the factor for approval. 

2. All sales made by the exporter to foreign buyers or intended for 
foreign buyers will be assigned to the factor. 

3. Invoices will be issued on forms approved by the factor. 
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4. All shipping documents must be drawn by or delivered to the 
factor, who will in turn mail them to the consignee, or send them for 
collection through the collecting bank attached to the draft drawn by 
the factor. 

5. The factor has the right to withdraw the credit approval of any 
order for monetary teasons, for unfavorable exchange conditions, un- 
favorable developments in the country where the goods are intended to 
be shipped, or similar events that might take place prior to the ac- 
ceptance of the goods. 

6. The factor has the right to withdraw credit approval in conse- 
quence of unsettled merchandise disputes. 

7. Money advanced for merchandise rejected will be charged back to 
the factored account. 

8. The factor agrees to guarantee, without recourse, a portion of the 
C. I. F. value of the foreign bill. The balance is to be credited to the 
exporter when the factor receives the full payment of the foreign bill. 

9. The exporter warrants that each account presented is based on 
actual shipment of merchandise as ordered by the importer, and the said 
importer has legally bound himself (through the medium of a sales con- 
tract) to accept the shipment as stated in the invoice submitted to the 
factor. 

10. Should the exporter receive any payments from abroad, he agrees 
to turn them over to the factor. 

11. All invoices are to be assigned to the factor as follows: 

This bill is assigned to and payable only to our factors, the XYZ Corporation, 
to whom notice must be given of any merchandise returns or claims for short- 
age, non-delivery, or for other grounds. 

12. The factor does not assume any responsibility for shipping docu- 
ments drawn by the exporter. 

13. The contract defines the life of the agreement and the manner in 
which it shall be terminated. 

14. The factor receives power of attorney from the exporter permitting 
the factor to sign drafts and all types of documents. 

15. Irregularities, false or fraudulent claims, misleading statements in 
any material respect on the part of the exporter, permits the factor to 
withdraw credit approval, and to charge back whatever money has been 
advanced. 

16. The factor assumes the credit risk after the merchandise has been 
accepted by the importer. 

17. Finally the contract specifies the rate of commission to be charged 
to the exporter for guaranteeing the sales, as well as the rate of interest 
to be collected for discounting the receivables. 
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FORM OF CONTRACT 

This will confirm our agreement to act as factors for the sale of your (name 
products) to foreign buyers and to domestic exporters. 

This arrangement shall apply only to the sale of (name products) to foreign 
buyers and domestic exporters in terms of United States dollars. Our credit 
approval will obligate us to assume two risks as hereinafter more particularly 
defined: 

(1) Failure of the customer to pay in full because of his financial inability; 
and 

(2) Failure of the customer to pay in full because of governmental restric- 
tions prohibiting the transfer of funds out of his country. However, we are 
free to withdraw our credit approval if new exchange regulations are enacted 
which in our estimation would make it impossible to transfer payments made 
by the foreign buyer. 

In the event the customer does not accept the draft or pay it in full at its 
due date for any reason other than the two above mentioned, we are not to be 
responsible for collection. 

Our credit approval will be given to you in writing and will be considered 
as going into effect when the merchandise has been actually delivered to and 
accepted by the buyer. In cases where you receive orders from buyers to be 
paid for by third parties, such arrangements are to be confirmed by the third 
parties and their credit approved. If letters of credit are involved, they are 
to be acceptable to both you and us. 

In submitting orders to us for approval you will specify the terms, delivery 
dates, and any other pertinent information. We will draw up the drafts, but 
the shipping documents will be taken care of by you and turned over to us in 
the ordinary course. 

All invoices must bear on their face the following notice: 

"This account has been assigned and is payable to 

New York City, who are to be notified at once of any objections to this bill. 

Payment must be made directly to 

New York City, by approved banker's draft drawn at sight on New York in 
U. S. Dollars." 

The full amount of any shipment, less our charges and discount, will be 
credited to your account as soon as the shipping documents have been received 
by us and the draft prepared, but we shall have the right, if we consider it 
necessary, to retain an amount of past sales reasonably necessary as a reserve 
against possible returns, claims, defenses, and any items which are properly 
chargeable to you. Your credit balance with us is to be subject to withdrawal 
by you at any time, qualified by the above mentioned reserve. 

We will render an extract of your account current as of the end of each month 
and a closing thereof as of June 30 and December 31, and at other dates if you 
so request, with interest debit and credit at the rate of six per cent (6%) per 
annum. In this account current you will be credited with the net proceeds of 
account sales, with your share of net recoveries, and with any other amounts 
properly creditable to your account, and you will be charged with any com- 
mission, interest, or expenses owing to us, with your share of credit losses, and 
with all payments made to you or for your account. Accounts are to be con- 
sidered accepted by you unless we receive in writing, within thirty days after 
rendering them, any objections thereto with specifications. 

Under our assumption of credit risk we will be responsible to you for the 
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payment of eighty per cent (80%) of the C. I. F. United States dollar value of 
the invoices. Should a bill or draft not be paid for any reason for which we 
are not responsible, or should any unadjusted claim or dispute arise, we are to 
have the right to charge back to your account the amount credited to it in con- 
nection with the particular shipment involved, together with interest at the 
rate of six per cent (6%). Should it happen that after our credit approval 
has been issued the credit of the buyer should become impaired to such an extent 
that it would not justify our original credit approval, we shall have the option 
to withdraw such credit approval, but only provided the draft has not yet been 
accepted by the buyer. You will report to us any instances that come to your 
attention where merchandise has been rejected, claims have been asserted, 
changes in deliveries or terms made, and any other information necessary 
for the correction of our records. You are to adjust promptly all claims 
and disputes with customers, with prompt advice to us of any allowances 
granted. 

All accounts receivable hereafter created by your sales to foreign customers 
and domestic exporters, together with your rights to the merchandise if re- 
turned, are hereby assigned to us in absolute ownership. We are to have the 

right to institute and maintain actions and proceedings in the name of 

(factored account) to collect such accounts and shall be entitled to exercise 
all the rights of an unpaid seller, including the rights of replevin, reclamation, 
and stoppage in transit, and any merchandise recovered will be dealt with, as 
between us, as returned merchandise. To help us to establish the collectibility 
of accounts, you will give us access at all reasonable times to your books, 
accounts, correspondence, and other records relating to the sales and accounts 
assigned to us. 

The determination of a credit loss insofar as your twenty per cent (20%) 
responsibility is concerned will be determined solely by us in accordance with 
our usual factoring practice approved by our auditors. A credit loss shall 
mean the gross loss including collection expenses less the amount of any re- 
coveries. All net recoveries obtained shall be applied to losses in the ratio of 
twenty per cent for your account and eighty per cent for ours. 

If any checks, drafts, notes, acceptances, other moneyed instruments, or cash 
in payment of any of the accounts receivable assigned to us hereunder should 
come to you, they shall be received in trust and immediately turned over to us. 

In the event that we shall decline to assume the credit risk on any sales sub- 
mitted by you, you shall have the privilege of making such sales at your own 
risk and without responsibility on our part. Upon all sales so made you here- 
by undertake and guarantee to us payment in full of each account at the maturity 
date thereof and, in consideration of such guarantee, we agree to refund to 
you fifty per cent (50%) of our commission on each such sale. Notice of 
default is hereby waived by you. Should any such account be due and owing 
according to the terms of the sale and not be paid, we may, at our option, 
charge back to you in account current the amount theretofore credited to you 
by reason of such sale, together with interest thereon. 

For our services we shall be entitled to receive commissions (based on the 
C. I. F. United States dollar value of the shipments) as follows: 

On sales made against confirmed and irrevocable letters of credit, one half of 
one per cent (i/ of 1%); 

On sales made to foreign customers on terms not exceeding thirty (30) days 
sight, three per cent (3%), where terms exceed thirty days sight, three per cent 
(3%) plus one per cent (1%) for each additional thirty (30) days added; and 
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On sales made to United States exporters on terms not exceeding thirty (30) 
days, one per cent (1%). 

This agreement will become effective only when accepted by us and signed 
by one of our officers in New York City, and the agreement, together with all 
assignments of accounts hereunder, is to be construed according to the laws 
of the State of New York. It will then go into effect as of the date hereof and 
is to continue from year to year thereafter on a calendar basis until terminated 
by either party on ninety (90) days' notice in writing prior to the end of any 
calendar year. The termination of this contract shall not affect any of your 
obligations with respect to accounts receivable purchased by us or any advances 
made by us prior to the effective date of such termination. Should either 
party be in default hereunder, or become insolvent, or fail to meet its debts 
as they mature, or commit an act of bankruptcy, this agreement shall be 
terminable by the other at any time. 

If this agreement meets with your approval, may we ask that you kindly sign 
both copies of this letter and return to us. We will then sign one copy and 
return it to you. 

Date 

Read and agreed to: 



(Signature of Factored Account) (Signature of Factor) 

Foreign Bills Discounting Houses 

A discounting house, as known in domestic business, is a financial 
institution that specializes in purchasing commercial papers arising 
out of certain business transactions. 

A foreign discounting house follows a similar policy: it purchases 
documentary foreign bills of exchange; but in addition it performs some 
of the functions of the factor. For example, besides buying the draft, 
it assumes the credit risk of the C. I. F. value (C. I. F. as used here means 
the cost of the goods, plus the cost of the marine insurance, plus 
the costs of the freight) of the foreign sale or a portion of it. It must 
be added, however, that the discounting house assumes such a risk pro- 
vided the foreign order has been submitted and approved beforehand 
by it. 

Perhaps the most striking difference between the factor and the foreign 
discounting house is that the latter rarely assumes the risks of sales 
made on open account basis. In other words, the primary function 
of the foreign discounting house is to advance funds up to a certain 
percentage of the face value of a documentary draft, and without 
recourse. Moreover, under this arrangement, as a rule, the commercial 
invoice does not contain the assignment clause usually found on invoices 
issued by commercial houses which are factored. 

Let us take a practical case: Let us assume that the exporter wishes to 
enter into an agreement with Jones and Company to discount his 
foreign bills without recourse. 

The interested parties first draw a contract, which in substance states: 



EXPORT BUSINESS FINANCED BY THE FACTOR 319 

1. The exporter must submit to the discounting house for credit 
approval the orders he intends to ship abroad, and to be paid by the 
importer in U. S. Dollars only. 

2. These orders will be shipped against negotiable documentary drafts 
on which the discounting house agrees to pay 80 per cent of the face 
value, which will include the cost of the goods, the cost of marine in- 
surance, and the shipping charges. 

3. The drafts will be sent for collection through banks that meet the 
approval of the discounting house. 

4. On receipt of the proceeds of payment for the draft or drafts from 
abroad, the discounting house agrees to remit to the exporter a state- 
ment of his account, and a check covering whatever money might be due 
him, which is represented by the difference between the value of the 
draft less the money advanced, or 80%, and less any charges or expenses 
incurred, or any other deduction or deductions made from the draft 
by the collecting bank. 

5. For this service the discounting house will charge four per cent 
of the face value of the draft, plus interest at the rate of six per cent per 
annum on the money advanced for the period this sum is outstanding. 
Interest on sight drafts will be waived for the first 60 days. 

6. The service charge and the interest will be deducted either from 
the advance made against the draft or from the proceeds of payment 
when received by the discounting house. 

7. In consideration of the 80 per cent payment made to the exporter, 
he agrees to pass title of ownership of the documents covering the mer- 
chandise shipped, and of the draft, both of which will be delivered to 
the discounting house together with the original signed order. The 
foreign discounting house, in turn, makes the 80 per cent payment to 
the exporter without recourse to him. 

8. The exporter assumes all responsibility for the authenticity of the 
importer's order and its correct execution. 

9. Each of the provisions attached to the contract is incorporated as 
a part of the contract. 

The provisions define the method of operation and the responsibilities 
of both parties. The following are the most important provisions: 

It is the responsibility of the exporter to comply with all the conditions 
specified by the importer in the order. 

The exporter is fully responsible for any mistakes, errors fines, and so 
forth, occurring in the documents; and the acceptance of the shipping 
documents by the discounting house does not relieve the exporter from 
the responsibility stated in the preceding paragraph. 

The exporter assumes all deductions made from the draft represented 
by out-of-pocket expenses, all collection fees incurred in handling the 
collection of ffte drafts, airmail charges, cable expenses, foreign bill 
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stamps, and any other deduction or deductions made from the draft, or 
for fines, claims, or disputes arising out of the transaction. 

The exporter is responsible for any expense incurred in enforcing pay- 
ment of the draft or drafts, and/or storing, insuring, reshipping, or 
disposing of the merchandise. 

Although it is the policy of the discounting house to allow complete 
freedom in the relationship existing between exporter and importer, the 
foreign discounting house reserves the right, nevertheless, to inject 
itself into this relationship whenever in its opinion its interests are 
jeopardized. 

Once the contract has been signed by Jones and Company and the 
exporter, the latter proceeds to submit for credit approval every order 
the seller receives from abroad. Those which are accepted by Jones 
and Company the exporter prepares for shipment; that is, the seller will 
draw the necessary documents which will permit him to ship the goods 
to the foreign buyer. 

The next step is for the exporter to draw a draft in favor of Jones 
and Company for the full amount of the goods, plus the insurance, the 
freight, and other charges collectible from the importer. The draft, 
the corresponding shipping documents, and the original signed order 
are delivered to Jones and Company. 

A practical transaction under this arrangement: 

If we assume that the draft covering the foreign shipment amounts to 
$1,000, and if we further assume that the foreign discounting house agrees 
to guarantee 80 per cent of the face value of the bill of exchange, Jones 
and Company will then proceed to advance without recourse to the 
exporter the sum of $800. This advance is made on delivery to Jones 
and Company by the exporter of the following papers: 

1. Documentary draft drawn on the foreign buyer, and made out to 
the order of Jones and Company. 

2. Negotiable shipping documents. 

3. The original order covering the transaction. 

From this sum Jones and Company will also deduct its commission 
and the interest at the rate of six per cent, or whatever rate has been 
agreed upon, for the time the payment of $800 is made until the 
approximate date of arrival of the funds in New York. If, for example, 
the bill of exchange is drawn at sight on a concern located in Chile, and 
it takes about 120 days to get the proceeds of the draft to New York, 
Jones and Company will charge the exporter interest for 60 days at the 
rate of six per cent, or $80. The first 60 days the draft is outstanding 
are waived in accordance with the terms of the contract. 

It follows, then, that when the exporter presents the draft to Jones 
and Company he gets $800 less interest of $80, less the commission the 
exporter agreed to pay for guaranteeing the payment of the foreign draft, 
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The remaining 20 per cent, or $200, Jones and Company will pay to 
the exporter after the foreign buyer honors the bill for $1,000 and the 
proceeds are received in New York. 

If the drawee, that is, the importer, refuses to honor the sight draft, 
Jones and Company has the right to demand that the exporter refund 
the amount of money advanced, and the merchandise will be turned over 
to the seller. Jones and Company reserves the right to resell the goods 
should the exporter be unable to reimburse it for the money received, 
or $800. 

Any deductions made by the importer representing merchandise claims 
against shipment, fines, and so forth, Jones and Company will deduct 
from the $200 it has held as security for such eventualities. 

FOREIGN CREDIT INSURANCE PRIVATE COMPANIES 

The guarantees offered by credit insurance companies are entirely 
different from those offered by factors. The factor, besides rendering 
the service of the insurance companies, of assuming the credit risk, pro- 
tects the exporter against the exchange risk, the market risk, and also 
provides him with funds immediately after the shipment is made. 

Foreign credit insurance is the guarantee extended to the exporter 
in consideration of a premium paid to the insurer for the coverage of 
possible losses arising from the insolvency of a debtor. 

What the insurer means by insolvency forms an integral part of the 
policy. Briefly stated, a foreign debtor is declared insolvent under the 
following circumstances: 

1. The total assets of the importer are insufficient to pay for his 
total liabilities. 

2. The debtor declares himself bankrupt in accordance with the laws 
of the country where he is located. 

3. The debtor has actually made an assignment of his assets for the 
benefit of his creditors. 

4. The debtor's property has been sold under judgment or decree of 
the Court. 

5. An attachment has been executed and the debtor has insufficient 
assets to satisfy it. 

6. The debtor has made a compromise with the majority, in number 
and amount, of the creditors for less than the amount of his indebted- 
ness. 

7. A receiver has been appointed and has confirmed the insolvency 
of the debtor. 

8. The debtor has transferred or sold his assets without settling his 
debts. 

9. The debtor has absconded. 
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It is plain that the policy does not protect the insured against in- 
solvency brought about by war, earthquake, moratorium, or inability 
to pay because of exchange restrictions. 

Rate. The rate of insurance is based principally on: 

1. The credit standing of the buyer, 

2. The credit conditions of the market, 

3. The terms of sale, draft or open account, 

4. The length of time the company carries the risk. 

The insurers, as a rule, do not issue a blanket policy. Each individual 
shipment must be reported for coverage. The company reserves the 
right to accept or reject the shipment, basing its decision on the credit 
information it possesses on the buyer. 

Insureds are also requested to submit any financial statement or other 
information they may have, or obtain, regarding their foreign ac- 
counts. 

In closing, the value of such insurance rests first of all on the financial 
responsibility of the insurer, and secondly on the credit policy of the 
company in other words, on whether the insurer insures only the good 
accounts, and rejects all others. 

Self-Insurance System 

The credit grantor can also protect himself against possible losses by 
installing a self-insurance system. In practice this is nothing more than 
the creation of reserves to absorb losses brought about by the fluctuations 
of the exchange, the "blocking" of payments made in foreign currencies, 
bad debts, or any other contingencies, such as war and earthquakes. 

GUARANTEES 

The object of a guarantee is to secure the final payment of the credit 
extended. This can be accomplished in three ways: 

1. Buyer's guarantees. The buyer, to assure the seller that the sale 
will be honored, gives an acceptable and legally drawn document bind- 
ing a third responsible party to honor the bill in case the buyer defaults 
his payment. 

This is the most common type of guarantee used in commercial 
transactions. Similar assurance can be had in the form of a mortgage 
on real estate with a free title, or by means of eligible collateral repre- 
sented by bonds or stocks of known value and liquidity. 

In foreign trade, guarantees given by a third party should be drawn 
in the form of a promissory note. If a mortgage is offered with the in- 
tention of securing a debt, the document should stipulate that any income 
derived from the mortgaged property should be applied against the 
cancelation of the outstandihg debt. 



EXPORT BUSINESS FINANCED BY THE FACTOR 323 

The general rule, in foreign credits, should be not to accept guarantees 
to secure new debts, but to secure contracted debts. 

2. Foreign agent's guarantees. Personal guarantees volunteered by 
foreign agents, whose only income depends on the commissions they 
earn, should be discouraged entirely. The agent's function is to sell 
to importers who are entitled to receive credit, not to sell to poor ac- 
counts that must be guaranteed. 

3. Other forms of guarantee. The other form of guarantee adaptable 
to exporters is that which transfers the credit hazard to another party. 
For example: 

(a) Discounting the draft without recourse. As already explained, 
this procedure is rarely, if ever, accepted by banks. Factors often accept 
this type of risk. 

(b) The oriental comprador. He is a combination broker, and 
guarantor, who not only sells foreign goods, but also guarantees the 
credit of the buyers. He is thoroughly familiar with the language of 
the country, its habits, and commercial practices. Clearly enough his 
functions, as a comprador, are those of a factor in his country, selling for 
foreign houses and guaranteeing the credits extended. 

For the services performed the comprador charges a commission. For 
obvious reasons the credit man should investigate him and determine his 
financial responsibility and moral standing. 

(c) Del credere. The function of del credere is similar to that of 
the comprador in the Far East, or the factor in our domestic business. 

He is a foreign agent who not only sells foreign goods, but also guar- 
antees the solvency of the foreign purchaser. For his services he charges 
a commission. 

From the point of view of the credit grantor, such an agent should be 
financially responsible, capable, conversant with business practices in 
the territory he represents, and a man of sterling character. 

Doing Business with Russia 

Foreign trade in Russia is a monopoly of the state. 8 This means that 
the government exercises complete control over the exportation and im- 
portation of goods. The only way that such control becomes effective 
is by issuing a license every time the Soviet trading agency wants to sell 
something abroad, or needs to import some goods. These licenses are 
issued by the Commisariat for Foreign Trade, which in turn adheres to 
the program formulated by the State Planning Commission. In other 
words, the State Planning Commission in Moscow determines ahead of 
time what is to be sold to foreigners, and what is to be bought from them. 



s For a detailed explanation of the Soviet System of foreign trade, the reader should 
consult: Alexander M. Baykov's Soviet Foreign Trade, published by the Princeton 
University Press, Princeton, N. J. 
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Since this book is primarily interested in export credits, it will disre- 
gard the methods followed by the Soviets for exporting goods to other 
countries. 

The agencies that actually do the buying abroad for the U. S. S. R. are 
called combines. They are corporations created by the government, and 
considered independent of the government. Each combine is named 
after the goods it imports. There is, for example, the "All Union 
Combine for the Importation of Machine Tools and Instruments," which, 
as the name infers, buys only foreign tools and instruments. 

Whenever a combine needs to buy some product in a foreign country, 
it does so through the trade delegation or through some special corpora- 
tion established abroad, and in accordance with the law of the country 
where the corporation is located. For example, in the United States 
the corporation that handles most of the purchases intended for Russia 
is the Amtorg Trading Corporation with offices in New York City. It 
was incorporated in 1924 under the laws of the State of New York, and 
most of the shares of its stock are held in escrow in Moscow by the Bank 
of Foreign Trade. This corporation may be held legally responsible 
for its acts. 

The Amtorg (abbreviation for American Trading Company) does its 
own shipping and is closely associated with the Soviet merchant fleet. 
All cargoes shipped by this agency are insured by the State Insurance 
Company of Moscow. 

As a rule it is the practice of this corporation to inspect all of its 
purchases. If there is any claim or dispute, such controversy must be 
settled before Amtorg issues documents and accepts the goods the steps 
that permit the shipping of the merchandise for the account of Amtorg. 

The terms granted are usually the terms that are granted to other ex- 
porters. Usually, however, the payment is made on presentation of the 
shipping documents, which are presented to a designated bank for 
payment. 

It is important, however, for the foreign credit man to know: 

1. What shipping documents are desired, ocean shipping documents 
or inland shipping documents. 

2. The point from which the goods are to be shipped to Russia. If, 
for example, the payment is to be made on presentation of ocean ship- 
ping documents, and the vessel is to sail from the west coast of the 
United States, some time will elapse before the New York exporter would 
receive the shipping documents to permit him to effect collection. 

As far as the foreign credit man is concerned, therefore, it will be 
wise for him to adjust his terms in accordance with the shipping in- 
structions given in the order. 

In negotiating its purchases, Amtorg follows the custom of asking for 
bids. It is important to bear in mind that the Amtorg purchasing con- 
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tract bears a clause that settlement of any dispute arising out of the 
contract of sale must be referred to the Foreign Trade Arbitration Com- 
mission of the U. S. S. R. If the contract, however, calls for the inspec- 
tion of the goods by Amtorg before they are shipped, this clause is then 
eliminated. 

The United States is the main supplier of products for Russia. Since 
Russia lacks dollar exchange to pay immediately for large purchases made 
in this country, it follows that Russia must either raise loans to pay for 
its imports from the United States, or buy on long terms, which are 
usually anywhere from one to five years. 

Besides these long terms granted on machinery, the usual terms Amtorg 
receives are, as has been said before, the same terms extended to other 
exporters, or: 

1. Payment on presentation of commercial invoice and common car- 
rier bill of lading; that is, railroad or truck bill of lading. 

2. Payment on presentation of ocean shipping documents. 

3. Regular terms granted to an exporter, or anywhere from 10 days 
to 60 days date of invoice. 

4. Payment against letter of credit. 

5. Special terms arranged between buyer and seller. 



PART 4 

THE COLLECTION OF FOREIGN ACCOUNTS 



CHAPTER XVI 

RETAIL CREDITS AND OTHER PROBLEMS 

RETAIL CREDITS 

In the preceding chapter it was pointed out that to the foreign credit 
man each market presents a separate problem. It was also stressed that 
before any consideration is given to the seeker of credit, it is of paramount 
importance to study the conditions of the country. 

This principle must be followed before deciding whether credit is to 
be extended to retailers. 

Once this question has been settled, and the foreign credit man de- 
cides to deal with the market, each seeker of credit should be thor- 
oughly investigated. 

When considering a man's character, do not limit the investigation 
to essential issues reflecting on his conduct as a trader. Far from that 
go further into his private life. First, find out whether the man is ex- 
travagant, or given to spending his money freely. Second, determine his 
standing in the community whether he is respected and well liked. 

Another condition that must be studied carefully is the retailer's 
paying method. Delays at times are justifiable if they are the outcome 
of circumstances beyond the importer's control, such as late deliveries, 
claims on the merchandise, and poor business conditions; but a con- 
tinuous falling down in the buyer's paying methods should be a warning 
to the foreign credit man, demanding a close investigation. 

To set rigid rules for guidance in accepting orders from retailers would 
be rather unwise, since the acceptance or rejection of an order depends 
entirely on judgment and, consequently, is subject to qualifications or 
modifications. Roughly speaking, the following principles may be ac- 
cepted as valid: 

1. Shipments should be in proportion to the investment in the busi- 
ness. It should be borne in mind, also, that imported merchandise is 
subject to duties at the ports of entry, varying anywhere from 10 per 
cent to 110 per cent of the value of the shipment. Naturally this ex- 
pense tends to absorb the retailer's ready cash, and often is the cause for 
}iis delay in making payments. 



330 THE COLLECTION OF FOREIGN ACCOUNTS 

2. Avoid granting open account terms to retailers. There is an ad- 
vantage in shipping goods on a draft basis in that the bank helps in the 
collection of the bill. If necessary, instruct the bank to protest the draft, 
thus setting the liability if court action becomes necessary. 

3. If the order is of some consideration, insist that the shipment be 
made over a period of time, or that the amount be divided into two or 
three drafts. 

4. Make terms as short as possible. Furthermore, avoid 60 days sight 
or 90 days sight, and insist that the terms be "date terms/' such as 30 or 
60 days date. 

5. If for some reason the exporter cannot follow the instructions given 
by the buyer, do not change them without the importer's consent. 

6. Have a definite credit policy and do not deviate from it, unless you 
are justified in every respect. 

7. The collections of retail credits demand the full co-operation of the 
collecting bank and the agent. Always bear in mind that merchandise 
disputes must be settled without delay. As soon as a draft becomes due, 
inquire of the bank if the item has been paid. This check, of course, 
requires an efficient follow-up system. It is profitable to remember the 
importance of pressing for payment at the time when the merchant is 
bound to have ready cash: at the end of the week, and at the end of the 
month. Another appropriate moment is when he needs goods. Under 
no circumstances ship additional merchandise to an importer who owes 
bills that have matured for some time. 

Advantage of Retail Credit 

It has already been noted that retail credits present an unusual risk, 
mainly because of the limited capital invested by most of these firms. 
There are, however, some advantages worth considering: 

1. The business is less complicated, and the credit man is better placed 
to watch the trend of the account. 

2. The exporter does not depend on a limited number of buyers for 
his sales since there are not as many wholesalers as retailers. This char- 
acteristic, of course, spreads the credit risk and it makes abnormal losses 
impossible. 

3. At times the exporter might encounter a foreign market well con- 
trolled by European exporters who distribute their products through 
jobbers and wholesalers. In these circumstances the American exporter 
is forced to get into the market through the retail trade. 

4. Merchandise reasons. Certain kinds of goods can be distributed 
only through specialty shops or retailers, for example, perfume, novelties, 
and cosmetics, 
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Method Used in Extending Credit to Retailers 

Assuming that the product is salable, and the market is satisfactory, the 
question arises: "How may one deal with the retailers?" The following 
methods are most commonly used: 

1. Dealing directly with the retailer. This procedure is acceptable if 
the credit standing of the market and the importer is fairly high. 

2. Establishing foreign depots and branches. This method is recom- 
mended for markets fully protected by tariff walls, or for markets highly 
industrialized, or well developed economically. 

3. Shipping goods on consignment to a foreign representative. This 
topic is fully presented later in this chapter. 

4. Distribution through foreign agents, who also assume the risk. 
There are markets, such as China, where the exporter is too far away to 
deal directly with the merchants and must look for agents who know 
the language of the country, the habits of the people, and the methods 
of trading, and who also have the facilities to distribute the products 
and assume the credit risks. 

During a large part of the nineteenth century, European nations re- 
sorted to this method of dealing with the United States; and they do so 
today, although on a lesser scale. They select agents, known as factors, 
who distribute their products and guarantee the credits extended in this 
market. This particular topic is presented in the chapter dealing with 
guarantees. 

CONSIGNMENT ACCOUNTS 

From the merchandise point of view, by shipping goods on consign- 
ment the manufacturer takes advantage of a means to expand his sales. 
Quite often it becomes necessary to ship goods in this manner because 
of the demand of the market. The flour mills in Chile, for example, 
buy cloth for bags as they require it. Naturally the exporter who has 
a supply of goods available in that market will have the preference 
over the exporters who have to manufacture the merchandise and then 
ship it. 

From the financial point of view, consignment accounts become at 
times a source of additional income. For instance, if there is a demand 
for the currency of the country to which the goods are shipped on con- 
signment, the foreign credit man may reap an additional profit by fol- 
lowing the trend of the exchange and selling his foreign currency at the 
proper time. 

Even though consignment accounts are directly under the supervision 
of the export manager, or some subordinate assigned to that work, there 
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are, nevertheless, certain details and policies for which the credit de- 
partment is held responsible. 

For example, it will be within its province to set a credit limit to be 
extended to each foreign depot. It must also decide all questions in 
regard to credit matters. 

The first issue requires the co-operation of the export manager, who 
undoubtedly is well acquainted with the requirements of the market. 
The question of credit will be treated separately. 

The Control of Credits under Consignment Accounts 

Before proceeding to ship goods on consignment, the problem of ex- 
change, banking facilities, the condition of the market, warehouses avail- 
able, and insurance must be considered. It would be useless to have a 
foreign depot or consignments in a country where there is a shortage of 
foreign exchange, or in a nation where the exchange fluctuates so fre- 
quently and rapidly that the accumulated profits could be wiped out 
overnight. 

This risk can be greatly reduced if the exporter consumes some of the 
commodities produced in that particular market. A practical case is the 
manufacturer of woolen goods with depots in Argentina; if the dollars 
becomes scarce, he can always buy raw wool with his "peso" balances. 

As to the procedure to follow in granting credit, each concern must 
adopt the method most practical to its requirements and policies. The 
ones usually accepted are the following: 

1. Give the foreign agent full authority in the extension of credit. 

2. Grant the agent authority to extend credit up to a certain limit, say 
$1,000. Requests for credit above the set amount would then be referred 
to the credit department for approval. 

3. Have the agent submit a list of his customers and assign a line of 
credit to each. Any increase beyond the limit stipulated in the list 
would be referred to the credit department for approval. The credits, 
thus assigned, are subject to periodical revision. 

4. Submit all requests for credit to the head office for approval, either 
by cable or air mail. 

5. Store the goods in bonded warehouse, and deliver the respective 
documents to a responsible foreign bank, giving, at the same time, in- 
structions to release part or all of the merchandise held in their custody 
in one of the following ways: (a) upon a written demand from the agent; 
(b) on instructions issued by the head office; (c) on presentation, by the 
agent, of properly accepted drafts or orders from local merchants. The 
bank, of course, cannot be held responsible for the credits extended. 

6. The foreign agent assumes the credit risk. This method has al- 
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ready been explained in a previous chapter under the heading of "del 
credere." 

7. The agent assumes the risk for any increase above the limit assigned 
by the credit department. 

In any of these arrangements, the foreign agent must play a deciding 
part, for it is difficult for the foreign credit man to regulate or to exert 
full control over the credits extended to merchants located thousands of 
miles away. 

The Collection Problem of Consignment Accounts 

The collection of bills sold from consignments must be left to a large 
extent to the agent and the local banks. The credit department can 
act only as supervisor. 

The practical methods followed are: 

1. To indicate on the invoices rendered to the buyers that payment 
of the bill should be made through a specified local bank, who in turn 
will transmit the funds to the head office, 

2. To sell the goods in dollars and indicate on the invoice that the 
payment should be remitted in banker's draft on New York and mailed 
directly to the head office. 

INSTALLMENT SELLING 

In this country, installment selling has reached a high point of de- 
velopment. In foreign countries where industrialization has progressed 
and the community has prospered accordingly, the market has means to 
permit the profitable selling of goods on the installment plan. 

Installment selling unquestionably requires that the market should 
possess certain financial, legal, and credit facilities to enable such a com- 
mercial venture to become a financial success. To the credit man this 
represents a challenge that cannot be taken until he has made an ex- 
haustive, complete, and comprehensive analysis of the market, bearing 
on these essential points: 

1. The purchasing power of the market, its conditions, and the demand 
there is for the sale of the product. 

2. The means available to the community to finance such sales. 

3. The legal requirements that must be filled, and the legal protection 
the seller will have. 

The first of these three issues takes us back to Chapter V, dealing with 
the various factors affecting the credit risk of the nation. The second 
problem resolves itself into determining whether the market has the 
necessary machinery to finance the sales, or whether a company should 
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be created for that purpose. This leads to the question of allowing 
local capital to join in the venture. 

The third point comprises the legal aspect of the transaction, which 
in essence is the pivot or the heart of the whole problem. It is logical, 
then, to direct every effort to study the form of contract most adaptable 
to the market and offering the foreign credit man the greatest amount 
of protection. This can be accomplished only with the help of a com- 
petent local lawyer. 

The Contracts 

Each nation, as indicated before, has developed its own legal system 
to meet its own peculiar needs. This theory is proved by the various 
forms of contract selling, created with the purpose of satisfying the re- 
quirements of each particular country. The forms generally used are 
the following: 

1. Conditional sale. This is a contract permitting a buyer to take 
possession of the goods bought, although he does not become the sole 
owner until he has paid for the purchase in full. In practice the buyer 
makes a down payment, usually from 25 per cent to 50 per cent of the 
value of the goods. The balance is paid over a period of time, any- 
where from six months to two years, and, as stated above, the seller re- 
tains title to the goods until he has received the final payment from the 
purchaser. 

The contract used for this type of sale is similar to the one shown in 
Illustration 70. In this case the buyer agrees to make a down payment, 
and on a certain day of each month he will remit a specified sum of 
money until the full payment for the article has been made. In coun- 
tries where this type of contract cannot be used, the practice is to cover 
the monthly payments with promissory notes or registered receipts. 

A registered receipt, as the name implies, is a document that becomes 
legal and binding as soon as it is registered with the proper authorities. 

2. Hire-purchase contract. This type of contract is similar to a lease. 
The purchaser agrees first to make a down payment, second to liquidate 
the balance over a period of time, at the expiration of which the buyer 
is allowed to purchase the article outright for a nominal sum of money. 

The difference between this contract and the previous one is that 
under the conditional sale the buyer is "bound by contract to complete 
the installment payment," whereas in the hire-purchase type he is free 
to discontinue making payments. In case of default the seller has the 
right to repossess the commodity. 

3. Chattel mortgage. Under this agreement the buyer obtains title 
of ownership of the article sold, but he immediately mortgages it to the 
seller until the final payment is made. 

4. Special contracts. In some countries where none of the above con- 
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tracts is recognized by law, the seller has recourse to this type of contract, 
which must be drawn with care and registered with the proper authorities 
to make it valid. 

5. Sales protected by personal or promissory notes. This form for 
financing installment sales is used in countries where the contracts indi- 
cated above are not recognized. It is important, of course, to scrutinize 
the credit standing of the individual seeking credit. It should also be 
remembered that the only protection the seller has is to protest the de- 
faulted notes and then to take the necessary legal action in order to 
recover the property or commodity. 

In conjunction with this investigation, the foreign credit man should 
not overlook inquiring about the insurance needed, the right to repos- 
session in case of default on the part of the buyer, and the legal status 
of the seller in case of bankruptcy. 

Finally, a contract should not be drawn, or goods sold, on any of these 
terms unless such action has been approved by a capable lawyer who 
fully understands this type of financing and also knows the market in 
which the contract is to be made. 

Foreign Branches 

As in the case of consignment accounts, the control of credit is either 
delegated to the head office or transferred to the foreign representatives 
under the supervision of the home office. The most essential instructions 
to be issued concerning the control of the financial policies will deal with: 

1. The transfer or disposal of funds arising from sales; that is, whether 
they should be remitted to the head office periodically, used for improve- 
ments, or invested in the local market. 

2. Regulations concerning purchases needed by the branch office. 

3. Bank borrowing to be made through the head office, or through the 
local banks where the branch is located. 

Government Contracts 

In a general way contracts from governments for the purchase of goods 
are subject to scrutiny of the following conditions: 

1. The contract must be signed by a duly authorized person. 

2. The purchase and payment must be legally authorized. 

3. The specific law authorizing such expenditure must be mentioned in 
the contract. 

4. The contract must be made in strict conformity to the bid. 

5. The contract must be drawn and executed by the proper department. 
It is also essential to settle the manner in which payment will be made 

that is, whether the bill will be liquidated in foreign currency or in 
dollars. If payable in dollars, the rate of exchange must be indicated 
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3* Que si tl Comprador dejare de pftgar coalqulewt fe lot plazos arriba estipulados, o ii dejare d cumplir 
cualquiera d las condicicnta * cuyo cumpUmicnto M hvbiera obiigado mediante eafe contrato, entonces el Vendedor, 
sus herederos, cesionarios o causfthabienttt podran apersonarse en ! sitto dowfe loa mencionados efectos se en- 
eontraren y retirarlot. El Comprador convient en qne si fallare a cualquiera de las condiciones de est contrato, 
todo el balance no pagado del precio, y lot pagares que represents el mismo, venceran y seran pagaderos inmedia- 
tamente. El Vendedor siempre tendri derecho a proceder at cobro de los pagares por medio de demand* ante loa 
Tribunales o en cualquiera otra forma que lo estime convenientc y tales procedimientos no afectaran en nada el 
dei-echo del Vendedor para tomar posesion de los bienes de acuerdo con este eontrato. 

4 Que si el Vendedor, lus herodem, cesionariot o causahabiente* rettraaen los efectos mendonados, am- 
parandose bajo la clausula namero 8 de este contrato; dicho Vendedor, BUS herederos, cesionarioa o cauaahabientes 
dejaran dlchos efectos por el teVmmo de los siguiente* treinU dfaa, a la disposici6n del Comprador, o BUS *uce- 
sores, durante el cual, estos podran obtenerse nueramente mediante el pago complete del import* total de todos 
los plazos que aun quedaren adeudando, mas los gaatos que retirar y almaceoar dichos efectos originase. 

5^ Que si cl Compiador o xus suceeoreft no hicieren uso del derecho que les concede la cliuaula numero 4 de 
este contrato, entonces el Vendedor, sus herederos, cesionarios o causAhabientes, podran vender los efectos en cucs- 
ti6n, en publica subasta, durante el lermino de Joe subsiguientes treinta dfas, y podrtn aplicar el prcducto que 
derivaren de dicha venta a cubrir H impoite totiil de todos los plaios que el Comprador o sun sucesores quedaren 
rdfnu'ando. m^s '1 tmnorte totfl de todot lo^ gastos que retirar. almacenar y vender dichos efectos originate S 
dicho producto no alcanzate pat a cubrir todo ello, entonces el Vendedor, sun herederos, cesionarios o causahabien- 
tes tcndidn derecho a robiar la diferencia que resultare. mediante una ac6n judicial. Y s>, una vex cubierto todo 
ello, de dicbo produrido hubiere algdn sobrante, el Vendedor, sus herederoa, cesionarios o cauaahabientes, quodaran 
obligado* a de\olvti dicho sobrante al Comprador, o sus sucesores. 

6 Que si cl Vemtarlot, sus h<rcdeioA, ccnionarios o caasahabientes, no hicieren uso del derecho que les con* 
flpre In HAusuln numeio 5 de este contrato, en el tfrmino entipulado en la misma, entonces dicho Vendedor, sus 
herodrMOR, cesionao<i o rfluxahabi<-nt4<; qued^rftn obi i (fa do* a hacerse cargo de los efectos en cuest!6n, descontando 
del importe total de loa p'axos que el Comprador o sus sucesores, hubieren pagado, la cantidad que resulte de un 

cargo de $ j>rr el primer mes y $ por cada me subsiguiente que 
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79 La falta del vcndedor o sus sucesores para hacer uso de cualquiera de los derechos concedidos a 61 por 
ot* (onti-Pto no conntituirA, ni debe interpretarse como una renuncia por parte del vendedor o sus sucesores de 
cualquiera de los dertcho* que i\ o el 1 05 t:enen en virtud de este contrato. Se conviene expresamente que el 
tiemno es un factor esenci&l de esto contrato. 
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as well as the point where settlement will be made: New York, Boston, 
London, or elsewhere. 

Further, the contract must fully stipulate the service to be rendered 
or the commodity to be delivered. 

Needless to say, the foreign credit man will ascertain the soundness of 
the government, its financial position, and what is most important 
that the appropriation made to pay for the contract is not transferable 
to some other department. 

Finally, a reliable and competent lawyer should be engaged to attend 
to all the legal details pertaining to this type of business. 



CHAPTER XVII 

COLLECTIONS 



The Importance of Prompt Collection 

Profits depend to some extent on the capital turnover. This velocity 
is entirely regulated by the manner in which the bills are liquidated; 
consequently, it is beneficial for the business to promote any policy that 
will expedite the collections of the accounts. 

Slow payments bring about a decrease in sales. Still worse, an ab- 
normal amount of delinquent accounts is a heavy burden on the capital 
of the exporter. It is therefore the duty of the credit department to 
devise all possible effective schemes to produce the desired results of 
getting payments met at maturity. 

Factors to Consider in the Collection of Accounts 

In the collection of foreign accounts, tact and good manners go far. 
Unnecessary and unreasonable pressure makes people stubborn. Before 
deciding to use threats in pressing for the payment of matured bills, 
consider the following points: 

1. Ascertain whether there is any claim pending. Look up the 
original order and see if the buyer's instructions were followed. 

2. Study the conditions prevailing in the market in respect to ex- 
change facilities. 

3. Go over the credit file and determine the type of man the importer 
is. If necessary, revise the information and see how the debtor is pay- 
ing through the trade. 

Consider Facilities 

Success in collecting foreign accounts depends largely on understand- 
ing the individual problems presented by each case, and on the capacity 
to take immediate advantage of all available facilities. 

Before proceeding to address the importer requesting the liquidation 
of a bill, consider for a moment the particular questions that the ac- 
count brings to mind. Where is he located? How far is he from the 
port of entry? What are the facilities to transfer funds, the firm's past 
paying record, and the firm's standing in the trade? 
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The facilities at the disposal of the credit man for the collection of 
the accounts are the following: 

1. Letters or direct approach, 

2. Cable, 

3. Agent's co-operation, 

4. Facilities offered by the banks, 

5. The moral suasion letter of the Foreign Interchange Bureau, 

6. Collecting agencies, 

7. Legal action. 

Classify the Accounts 

The foreign credit man, through his daily contact with the trade and 
his own experience with accounts, becomes acquainted with the im- 
porters rather intimately. By the process of selection he also learns to 
differentiate his accounts and to know the ones that will be difficult to 
collect. It is true that delinquent importers could be eliminated, but 
the easiest way out is rarely satisfactory. Besides, the credit man cannot 
neglect a firm entirely because of its slow payments. This policy is so 
valid that it has been accepted as a truism. Mr. David E. Golieb l in 
his book, Credit and Collections, accepts this situation and proceeds to 
classify delinquent accounts into three categories. These qualifications 
are most acceptable, although in our case subject to certain modifications 
because of the nature of foreign business. 

1. Those who are able to pay, but dislike to part with the money. 
These customers must be pressed for payment, and shipment to them 
should be made only against documentary draft. The collecting bank 
should be instructed to protest their bills for nonpayment. 

2. Those who take advantage of any technicality to withhold payment. 
This type of account demands careful consideration. First look into 
the facts: the order, the shipping instructions, and other details. If the 
buyer's wishes were followed to the letter, tell him so; then insist that 
the open bills be paid. In dealing with these customers, the merchan- 
dise and shipping departments should always follow instructions dili- 
gently. Any alteration in the order must be authorized in writing by 
the customer himself. 

3. Those, who for reasons beyond their control, find it impossible to 
pay on time; owing to poor business conditions or lack of sales. As to 
this third type, it is better to be cautious. 

During critical times, the customers coming under the second heading 
should be entirely disregarded. Orders shipped to firms that delay their 
payments through force of habit should be warned that the drafts will 
be protested in case of nonpayment. 



i Richard P. Ettinger and David E. Golieb, Credits and Collections. New York: 
Prentice-Hall, Inc., 1938. 
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Reasons for Delay 

It has already been pointed out that there are buyers who through 
unforeseen contingencies are compelled to postpone their payments. 
Sometimes the reason is local disturbances; sometimes lack of exchange, 
slow trade, or poor communication. In such circumstances nothing can 
be done but co-operate with the importer. Approach him with a sense 
of confidence and trust. Make him understand, however, that the debt 
must be honored. Always stress the fact that the obligation exists, and 
its liquidation is expected. 

In cases where delays are caused by a technical claim, settle the ques- 
tion immediately. To postpone its solution is to grant the merchants 
additional time, which in turn might bring new excuses and further 
evasions. 

Some Causes and Some Possible Remedies 

Reputable houses, regardless of conditions, will pay their debts. As 
a matter of fact, even during the political disturbances when the price 
of the dollar increases substantially, such concerns manage to pay their 
bills on the due date. 

As pointed out, however, there are merchants who through negligence 
or force of habit prefer to postpone their payments. Those are the 
merchants who hate to part with their money. They enjoy opening 
the safe and seeing it jammed with gold pieces or bills. To overcome 
such habits, if the sale is made on an open account, draw at sight as 
soon as the account is 30 days overdue, adding interest for the extra 
time at the rate of eight or nine per cent. 

There is also the importer who trades with the exporter's money. 
That is, payments are delayed because the importer has loaned his avail- 
able cash to local people against mortgages at exorbitant rates of inter- 
est. Sometimes such merchants command an important position in 
the trade and are even respected. During hard times, however, their 
capital is tied up, and it is difficult for them to meet their financial obliga- 
tions. Accounts of this sort should be discouraged, for in the long run 
the creditors usually bear the burden. 

Unfavorable rates of exchange, and the hope for a favorable recovery 
in the near future, creates one of the most delicate problems for the 
foreign credit man. First of all, if the drop in the exchange is caused 
by a temporary condition, the solution is not so difficult. Improvement 
will begin as soon as the crops start to move, or business resumes. But, 
if a number of adverse circumstances have affected the currency, im- 
provement will come after the various forces affecting the exchange are 
corrected. In such circumstances the foreign credit man must use all 
his ingenuity to bring about an early liquidation of the matured bills. 
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If an extension must be granted on a draft because of unfavorable 
conditions of the exchange, such extension should be made for a definite 
period of time, and the importer must agree that, at the expiration of 
the extra time allowed, the bill will be liquidated regardless of the pre- 
vailing rate of exchange. 

To support this arrangement the importer will deposit in the bank 
enough native currency to cover the dollar value of the bill. On the 
date the extension expires, the bank will proceed to exchange the native 
currency deposited by the importer into U. S. dollars. If the rate of 
exchange has improved in the meantime, the importer has gained; if, on 
the contrary, the rate of exchange has fallen, the importer must make 
up the difference. 

It is obvious from the above that when the importer awaits an im- 
provement in the exchange before liquidating his bills he is gambling, 
and consequently any favor or extension granted should be made in 
terms that compel him to carry the burden of the risk. 

Over Extended 

In domestic trade, any pronounced irregularity in the payments of a 
customer is immediately accepted as a danger signal to be followed very 
closely. In foreign trade, delays are caused by a number of circum- 
stances that very often are beyond the importer's control, or, in them- 
selves, carry little meaning bearing on the financial condition of the 
house. 

There is a situation, however, which in itself presents the most signifi- 
cant sign of danger, and that is "over extended." To be sure, it is un- 
safe to deal with an importer who receives liberal credits and fails to 
pay promptly. Any unfavorable trend in business, such as a decline in 
prices or a lull in the sales, will surely undermine the stability of the 
house and bring about a general suspension of payments. In so far as 
the merchant receives credits within his own financial limits, foreign 
credits do not offer any unusual risk; but as soon as undue purchasing 
activities are noticed, and the importer conceives great plans for en- 
largement " la Ford," it is time to show caution. Watch the importer's 
purchases, and be cautious with those receiving large credits from ex- 
porters who are anxious to expand their sales and disregard the credit 
risk. 

Individual Treatment 

In the collection of foreign accounts, it is most essential to determine 
the reason for delay. Once the foreign credit man is aware of the dif- 
ficulty encountered by the individual merchant, he is ready to approach 
the customer with some intelligent plan. Therefore, study the situation, 
approach the collecting bank and ask for a complete report on the pend- 
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ing bills, inquire from all available sources about the conditions of 
the market, and the customer. Once the investigation is completed, ap- 
praise the difficulties, and set a plan of action. 

To write letter after letter, blindly and without any definite reason, 
will not bring the proper results. Know the facts, act on them, and 
bring about a situation that will stimulate the debtor to take immediate 
steps. 

Avoid drifting into an "impasse" from which, as a rule, there is but 
one escape: a settlement that usually means a loss. 

It is self-evident that in foreign trade the credit man should avail him- 
self of all opportunities to expedite the settlement of outstanding bills. 
The collection of foreign accounts should start as soon as the ship- 
ment is made. This rule does not mean that the foreign credit man 
will immediately demand payment of the bill. He merely takes advan- 
tage of the opportunity, when sending the shipping documents, to remark 
tactfully that he trusts that the goods are satisfactory, and that, as cus- 
tomary, the bill will be honored within the terms stipulated. 

If the sale calls for a draft, simply notify the importer that, as agreed, 
a draft has been drawn for the amount of the shipment and no doubt 
it will be accepted and honored on the due date. 

The object of these remarks is to keep present the existence of the 
debt, and the fact that it must be liquidated within a definite period of 
time. 



CHAPTER XVIII 

COLLECTIONS (CONT.) 



Methods of Collection 

It does not matter much what particular method is used in collecting 
foreign accounts, whether it is an elaborate or simple system, or whether 
the credit department relies on the bank or on the agent to do most of 
the collecting. The important thing is to decide on the course to pur- 
sue, and to take advantage of every facility that will assist or force the 
delinquent account to liquidate its debt. 

It is, of course, essential to have a workable system established for the 
collection of accounts, especially since there is a great deal of detail 
attached to this kind of work and it can be done effectively only through 
an orderly procedure. 

Strict attention must be given to mailing to the delinquent importer 
the customary notice as soon as a bill falls due. This precision will 
strike the customer as a sign of efficiency. 

Follow-up systems. Any method that is practical is unquestionably 
good. It could be the collection tickler, the diary, or any other feasible 
system. The essential point is to follow the collections of accounts 
properly and see that the method used does expedite the work. Any 
system adopted should answer affirmatively these three questions: 

1. Practical? 

2. Easy to master? 

3. Suitable to the business? 

Elaborate methods as a rule increase labor and duplicate records with- 
out corresponding improvement. 

Perhaps one of the simplest methods used in following the collection 
of bills shipped on open account is to keep a duplicate copy of the 
statements mailed. From time to time the foreign credit man will go 
over these copies, noting the action taken and deciding what further 
steps should be taken to settle the account. If necessary, he will separate 
the statements into groups, according to geographical divisions; for 
example, Puerto Rico, Santo Domingo, Cuba, and the British West 
Indies could be arranged together. This group should be revised ap- 
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proximately every fifteen days. Another division, let us say Brazil, 
Argentina, Uruguay, and Paraguay, could be examined every thirty 
days, and so on. Any letters written or received would be attached to 
the duplicate statements. 

The collection of the drafts is followed through the draft book. As 
soon as the item falls due, it is taken from the regular draft file and 
placed into another drawer marked "Overdue Drafts." The drafts will 
also be separated by territories and followed in the same manner as out- 
lined in the above paragraph. 

The statement. As soon as the bill falls due, the corresponding state- 
ment should be mailed. It should indicate the date of shipment, the 
number of the invoice, the due date, and any other information needed 
to identify the transaction. At the same time a letter will be mailed re- 
questing the importer to remit the amount indicated in the statement, 
which no doubt he will find correct. A copy of this letter and a copy of 
the statement should also be mailed to the agent. See the end of this 
chapter for samples of collection letters. 

Reminder. Since the time element is very significant in export busi- 
ness, reminders for shipments already due should not be delayed. The 
tone of the second collection letter should be more direct in requesting 
payment of the account. The foreign credit man should not neglect to 
give full details of the transaction. 

Collection letter. It is not a secret to say that the characteristics of 
the various races of the world are not identical. Even in South America 
with a population mostly Spanish or of Spanish decent, this diversity 
is quite pronounced. Chile is a striking example. Its people prefer 
businesslike methods, and even mild aggressiveness is proper. In Colom- 
bia such practice would be condemned. This dissimilarity must be 
taken into consideration when formulating the collection letter. Dis- 
criminate and narrow down the investigation until you know the type 
of person to whom you are making sales. 

Before approaching the importer for payment, therefore, determine 
what sort of individual he is. Is he susceptible and touchy? Is he 
quarrelsome? Is he correct in his dealings? Has he paid promptly in 
the past? In other words, visualize the merchant; then decide on the 
method of approach. 

In writing the letter, bear in mind that you must give a clear exposi- 
tion of all the facts. If demanding payment of a draft, state the num- 
ber of the item, its amount, the due date, the invoices it covers, and the 
name of the bank through which it was sent for collection. Add also 
any other details that might clarify the transaction. Failure to recite 
the facts will surely give the debtor an opportunity to ask for further 
explanation. This will result in more delays. 

Collection letter^ shpuld avoid argument, Jt always retar4s tfi 
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First Collection Letter 



New York, New York 
Date 



Garcia, Mejia & Cia, 
Buenos Aires, 
Argentina 



AIR MAIL 



Gentlemen: 

We are enclosing herewith a copy of your statement showing a balance due 
us of $1,700.00, representing our Invoice No. 1471 of January 27th of this year, 
shipped on the SS CLARA of the Bull Insular Line, which left this port on 
January 29th. 

If this amount appears as unpaid in your records we would appreciate re- 
ceiving your draft on New York for the value indicated, or $1,700.00. 

Please accept our thanks for your kind attention, and awaiting your reply, 
we remain, 

Very truly yours, 



CC to the Agent 
Enclosure 



Illustration 71A. FIRST COLLECTION LETTER. 
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Second Collection Letter 



New York, New York 
Date 



Garcia, Mejia & Cia, 
Buenos Aires, 
Argentina 



AIR MAIL 

Gentlemen: 

On the 17th of last month we communicated with you in regard to the 
balance due us in the amount of $1,700.00, and representing yarn covered by 
our Invoice No. 1471 of January 27th, your Order No. 3700; shipped on the 
SS CLARA of the Bull Insular Line which left this port on January 29th. 

Since this bill matured on May 27th, we would like to suggest that you 
kindly favor us with your draft on New York for the amount indicated, or 
$1,700.00. 

With kind personal regards, and awaiting your early reply, we remain, 

Very truly yours, 



CC to the Agent 



Illustration 7 IB. SECOND COLLECTION LETTER. 
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Third Collection Letter 



New York, New York 
Date 



Garcia, Mejia & Cia, 
Buenos Aires, 
Argentina 



AIR MAIL 



Gentlemen: 

Since we have not received your answer to our previous letters requesting 
the liquidation of the balance due us in the amount of $1,700.00, covering 
our Invoice No. 1471, your Order No. 3700, shipped on the SS CLARA of the 
Bull Insular Line, and in accordance with your instructions given in Order 
No. 3700 we have today drawn a draft on you at three days' sight for the amount 
in question, plus interest for 90 days at the rate of 6% per annum. 

The draft will be presented through your banker, The Banco de la Republica, 
and we feel sure you will accept and honor this bill of exchange without further 
delay. 

Very truly yours, 



CC to the Agent 



Illustration 71C. THIRD COLLECTION LETTER. 
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liquidation of an account. State the facts, retell the circumstances, 
present your rights, and let the customer know what is expected of him. 

The tone of the letter should not be harsh, but should create the im- 
pression that the outstanding debt is an obligation that must be settled 
in a friendly manner. (See Illustiations 71 A, 7 IB, and 7 1C.) 

Language. A well-wiitten letter in English gives a better impression 
than one written in poor Spanish or French. It would be preferable, 
however, to address the importer in his own language. 

Threats. Do not threaten a debtor until you are ready to act. Re- 
member that importers are aware of the obstacles creditors must face 
when using legal means. Indeed, on receipt of your threat the buyer 
might take the necessary steps to obstruct any legal action brought against 
him; therefore, engage the lawyer first, and then threaten. 

Cables. When used with discretion, a cable is a very practical method 
to bring in payments fiom delinquent accounts. It is most effective 
when properly timed. For instance: after making a co-ordinated de- 
mand for payment through the agent and the bank, follow this move 
with a tersely worded cable demanding the liquidation of the bill. Do 
not abuse this method, however, for it is costly and becomes ineffective 
if used too frequently. 

Moral suasion service. Although the Foreign Interchange Bureau of 
the National Association ot Credit Men does not have, in its true sense, 
a collection department, nevertheless the members may avail themselves 
of the "Moral Suasion Service." Theie is no extra charge, except for 
the cost of translation. 

The procedure is as follows: when submitting a delinquent account 
for the Bureau's attention, the foreign credit man relates the full story 
of the transaction and also states his future attitude towaid the importer. 
Then the case is referred to the Adjustment Committee, who will study 
the case and decide upon the proper course. 

Using the bank. For the proper and effective method of collecting 
foreign delinquent accounts, the credit department must depend on the 
accumulative efforts of all available facilities at its command. The for- 
eign credit man should not rely on his collecting abilities alone, espe- 
cially with troublesome accounts. He should muster all available agen- 
cies, such as the importer's broker, the foreign agent, and the bank, 
thus exerting through these facilities a concerted pressure forcing the 
debtor to liquidate the matured bill. 

In cases where the account is covered by a draft, the foreign credit 
man should use the bank to its full capacity. When requesting the col- 
lecting bank to press for payment, he should approach the customer with 
a similar request and also ask the agent to co-operate with the bank in 
forcing the drawee to honor the draft. 

Legal action. Those who have had experience in foreign trade are 
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aware of the obstacles confronted when legal action is taken against a 
merchant. Sooner or later, however, the foreign credit man must take 
recourse in the courts to force the debtor to pay. If such step is neces- 
sary, it would be advisable: 

1. To ascertain the financial situation of the customer. 

2. To make a final attempt through the agent to collect the debt. 

3. To determine the possibilities of success in the event that the matter 
is taken to court. 

If legal action is agreed upon, great care should be taken in the selec- 
tion of a capable and responsible lawyer. The Legal Division of the 
Department of Commerce will submit on request the names of local 
lawyers and their personal histories. The agent could also offer similar 
services. If this method is not acceptable, refer the case to a reputable 
American law firm with branches or correspondents in foreign cities. 

The effect of resorting to legal action must be taken into consideration. 
It is a fact that litigation proceedings are costly, long drawn out, and at 
times harmful to the name of the importer; yet occasionally it becomes 
imperative to take such action as an indication that the exporter is ready 
to protect his interests at all costs. 

The agent as a collector. It is true that the main function of the 
agent is to sell merchandise; but it is equally true that his efficiency is 
also measured by his skill in keeping all of his accounts in good condi- 
tion. This consideration, of course, compels him to direct some of his 
efforts to collecting delinquent accounts. Indeed, without the agent's 
assistance it would be almost impossible for the foreign credit man to 
succeed in collecting chronically slow-paying customers' accounts. The 
agent's timely calls always bring good results. 

To facilitate the agent's work in collecting past due bills, he should 
receive, at least once a month, a list of all delinquent accounts located 
in his territory. He should also receive a copy of the drafts drawn in 
his market, and a copy of every letter sent to his customers. In turn he 
will report his recommendations on action to be taken concerning the 
delinquent accounts. 

When to draw a draft against an open account. In cases where the 
terms call for an open account, and the customer disregards all demands 
for payment, it is practical to draw at sight or three days sight for the 
full amount of the bill. When the balance due is of some consideration, 
draw several drafts, a few days apart, say, 5-, 10-, and 15-day intervals. 
Instruct the bank at the same time to protest for nonpayment if the 
drafts are accepted. 

The customer will be notified of the action taken, and a statement 
will be submitted itemizing the various invoices due plus the interest 
accrued. 

Invoices to the agent. It is customary to mail the foreign agent a 
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copy of each invoice, covering every shipment made to his territory. It 
will be practicable to indicate on the bill its due date, or the number of 
the draft drawn covering the bill, and the name of the collecting bank. 
With this information the agent should have no trouble in aiding in the 
collection of his own accounts. 

The merchandise department as a collector. There are accounts 
that will tax the imagination of the foreign credit man to the utmost. 
He needs to be sagacious, more so when the account appears to be hope- 
less or unforeseen conditions arise affecting the financial standing of the 
importer. It may be that the commercial activity of the market has 
quieted down, and all indications point out that the merchant will pay 
only when conditions improve which may take a long time. 

In other words, what is needed is some action to break the impasse, 
and nothing awakens a merchant's attention more than the prospect of 
an immediate profit. Consequently, consult the merchandise depart- 
ment with the purpose of getting out an offer of some low-priced com- 
modity, easily salable in that particular market. As soon as the customer 
becomes interested in buying, approach him for the settlement of the 
matured bills. Present him with a plan: for example, advise him that 
the new merchandise offered could be shipped on short terms provided 
the old balance is paid; or suggest that the order could be released in 
three different lots. To each draft covering the new shipment will be 
added a portion of the old debt. Be sympathetic and helpful, threats 
and legal action will not help. 

The export manager as collector. From time to time the matter of 
delinquent accounts should be discussed with the export manager, with 
the purpose of planning and applying different methods in collecting 
matured bills. For instance, he might address a personal letter to the 
most troublesome accounts or exert stronger pressure on the agents. 

It is worth repeating that the most effective methods of collecting for- 
eign bills are to use all available facilities, and to start collecting the 
account as soon as the shipment is made. 

Trade Abuses 

As in domestic trade, the foreign credit man will find customers taking 
excessive or unearned discounts, refusing to pay interest for extra time 
taken, or making unfair deductions. 

In such circumstances the foreign credit man will review the transac- 
tion, look up the original contract, and assure himself that the customer 
is not entitled to the deduction, and then proceed to outline his demands. 
To put it bluntly: it is fatal in export business to permit practices that 
are not in accord with business policies. Among the most common 
abuses are: 

1. To liquidate the bill with the debtor's currency instead of paying 
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in dollars. Such practice can be reasonably understood if the govern- 
ment has forbidden the sale of exchange. In any case, the foreign 
credit man should insist on having the bill liquidated in dollars. 

2. To pay in dollars with checks drawn on banks located abroad. For 
example, buyers located in Cuba or England could pay in dollars with 
checks drawn against banks located in Havana or London. If the ex- 
porter accepts the payment in this manner, he will have to assume all 
collection charges, and lose the interest for the time it takes to collect 
the check. 

To avoid this situation, indicate on the invoices as well as on the 
drafts that the payment of the bill must be made: 

"Payable by approved Bankers' Draft drawn 
at sight on New York in U. S. Dollars." 

3. To make deductions for insurance claims not collected. The at- 
titude of the foreign credit man in similar cases should be that the bill 
must be paid as rendered and whatever is collected from the insurance 
will be credited or remitted to the importer in due time. 



CHAPTER XIX 

THE LEGAL ASPECTS OF FOREIGN CREDIT 



Considering the Problem 

It would be unfair to require that the foreign credit man be fully 
conversant with the complicated system of laws regulating business pro- 
cedure in every nation of the world. Indeed, it would be as wise to 
expect him to be fully familiar with the business laws enacted by the 
forty-eight States of the Union. At the same time he cannot neglect 
acquainting himself with the most common legal principles affecting 
business transactions, especially in those countries with which he deals 
actively. 

The brief comments presented in this chapter represent the salient 
topics that deserve the attention of the credit department. To be sure, 
they form merely a general outline, briefly indicating the principal prob- 
lems related to the vast subject of foreign commercial laws. It is of 
utmost importance that the foreign credit man study the various publica- 
tions issued by the Division of Commercial Laws, under the Department 
of Foreign and Domestic Commerce of the United States Department of 
Commerce, dealing with the legal phases of foreign credits, he should 
also consult a competent legal adviser. 

Common Law and Codes of Law 

Generally speaking, commercial transactions in the United States and 
England are governed by common law, which is based on courts' deci- 
sions and statutes. 

In most of the European countries, as well as in Central and South 
America, the courts are ruled by codes of law, which contain the laws 
dealing with civil, commercial, and criminal Cases. 

The commercial code governs subject matters pertaining to business 
transactions such as the organization of commercial enterprises, negotiable 
instruments, contracts, agencies, registration of foreign companies, bank- 
ruptcy, and similar topics. 

Registration 

At the inauguration of business, it is generally expected that merchants 
register their business enterprises. Such action is optional in a few 
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countries, but failure to do so robs the merchant of certain privileges 
prescribed by law. The most important is that in case of suit the trader 
must prove to the court his right to be classified as a merchant; conse- 
quently, it goes without saying that he prefers to register his business. 
The Registry is the legal place where individual business, powers of at- 
torney, dissolution, liquidation of businesses, deeds, and mortgages are 
certified. This is also the office to which married women must go to 
obtain authority to engage in business. 

Set of Books Required 

It is the common provision in almost every country to demand that 
all business organizations keep books of accounts as well as a record of 
all correspondence pertaining to the business. This rule is especially 
in force throughout Latin America, where it is even compulsory to 
preserve the books for a definite number of years. Furthermore, in 
these countries all permanent records pertaining to a business must be 
submitted to the court for certification. The books commonly required 
are: 

1. Journal which contains entries of daily transactions, 

2. Inventory book where all purchases and sales ai e recorded, 

3. Ledger where a summary of accounts is preserved. 

In some European countries where the law docs not demand that the 
merchant keep a set of books, the state penalizes the firm that becomes 
insolvent and has neglected to keep its records properly. Directly or 
indirectly, therefore, merchants all over the world are compelled to 
provide a method of keeping a record of their dealings. Their books, 
of course, must be kept in the language of the country. 

Notary 

A notary is a public functionary in countries governed by code law. 
He may be a lawyer or an individual learned in the law of the land, 
who is empowered to execute contracts and other commercial instru- 
ments in order to make them legally effective. He executes deeds and 
mortgages, attends to the protest of drafts, and legalizes all commercial 
documents. He performs some of the duties ordinarily referred to a 
lawyer in this country. 

Commercial Organization 

It has been shown that in the majority of cases it is mandatory for 
merchants to register and keep certain sets of books. Furthermore, the 
registration must be accompanied by a public document clearly defining 
the domicile, the nature of the business, its duration, the owners, capital, 
how the profits and losses will be shared, and other details. Since it is 
a public instrument, a third party has the privilege of examining it, 
and to note the facts set forth therein. 



THE LEGAL ASPECTS OF FOREIGN CREDIT 355 

There are various types of commercial organizations throughout the 
world. The most commonly known are: 

Partnership. This method of doing business is similar to the gen- 
eral partnership existing in this country. Its members are liable jointly 
and severally for the company's debts; in fact their full resources, in 
and out of business, are open to satisfy creditors' claims. 

In most countries the agreement must be registered and should con- 
tain: name of company, names of partners, address of company, provi- 
sions for the distribution of profits and losses, duration of agreement, 
and conditions under which it will be liquidated. 

Limited partnership. The striking feature of this type of commercial 
company is that the general partners arc jointly and severally liable for 
all debts incurred by the firm, whereas the silent partner is responsible 
only for the amount he has invested in the business, provided, however, 
he does not take an active part in the business. Furthermore, the silent 
partner's name must not appear in the firm name. 

In Spanish speaking countries, the abbreviation S en C (Sociedad en 
Comandita) must be added after the name of the firm to indicate this 
type of commercial organization. 

Corporation. This type is universally known. The capital of the 
firm is represented by shares of stock, and the liability of the shareholders 
is limited to the amount of capital subscribed. Its main features are: 

(a) Its life isindependent of its members. 

(b) Stockholders are liable only to the extent of capital invested. 

(c) The corporation operates under definite rules. 

The "Sociedad Anonima" (S.A.) so frequently found in Spanish-speak- 
ing countries is similar to the corporation and possesses the features com- 
mon to that type of business organization. It is identified by placing 
the initials "S. A." after the name of the firm. 

Industrial Partners 

Industiinl partners are not required to contribute any capital; but if 
such contribution is stipulated in the contract, they will receive a share 
of the profits. Their activities, as a rule, are limited to the management 
of the business. This right is extended by means of the power of at- 
torney issued in their favor by the fnm. Industrial partners receive the 
authority to sign contracts and accept drafts or other instruments in the 
name of the firm. Their signatures are accepted as legally binding on 
the firm. 

Incorporating the Business Abroad 

The fact that each country has its own commercial laws, which, among 
other things, define the requirements and methods for incorporating 
a business venture, makes it impossible, if not unwise, for any one per- 
son to give a detailed procedure to follow when incorporating any sort 
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of business abroad. It would be useless, also, for any American lawyer 
to draw the papers for incorporating a firm, say in Bolivia or in Spain, 
without having a complete knowledge of the commercial laws of the 
particular nation. 

There is only one way to incorporate abroad: 

1. Let the owner or his lawyer draw up in general terms the condi- 
tions under which the business is to be constituted. It might be an 
establishment for the importation and exportation of merchandise, to be 
incorporated with a certain amount of capital, the stock to be dis- 
tributed equally among the various individuals who will supply the 
money. Their names might be Jones and Smith, and the business might 
be located at Calle del Sol, No. 77, in Lima, Peru. 

2. Then have a lawyer or a notary public, a native of the country where 
the business is to be incorporated, draw the necessary documents and 
obtain the necessary licenses, so that when the establishment opens its 
doors to the public it will do so under the requirements of the laws of the 
land. 

Bills of Exchange or Drafts 

The legal requisites of bills of exchange are the same all over the 
world. They must contain the following facts and wording to become 
valid: 

1. The words "bill of exchange/' which must appear on the face of 
the document, 

2. The place where it is drawn, 

3. The date it is drawn, 

4. The date and terms upon which payment must be made, 

5. The name of the payee or to whose order the payment must be 
made, 

6. The amount to be paid, 

7. The name of the drawer, 

8. The signature of the drawer, 

9. The name of the drawee, 

10. The address of the drawee, 

11. Indication whether one, two, or more copies of the bill have been 
issued, 

12. The place where the draft must be paid. 

The bill may be drawn to order or in the name of another party. If 
issued to order and sent for collection, it must be endorsed in blank or 
to the name of the party who will collect the bill. 

The endorsement on a bill of exchange as a rule should be dated, for 
the date guarantees subsequent endorsers. It must contain the signature 
of the endorser and the statement that the endorsement is for "value re- 
ceived," "value on account," or "value understood." 
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"Pagare," or Promissory Note 

A Pagare is similar to a promissory note, and it becomes a negotiable 
instrument if it contains the following: 

1. The term Pagare (promissory note), which must be inserted in the 
body of the document, 

2. The date of issuance, 

3. The amount to be paid, 

4. The time of payment, 

5. The name of payee, 

6. The place where payment will be made, 

7. The signature of the party contracting the obligation to pay. 
Illustration 13 gives an example of a Pagare. This instrument is 

freely used in Spanish-speaking countries. 

Protesting the Draft 

The most effective method to force the payment of a commercial bill 
of exchange is to instruct the collecting bank to protest the accepted 
draft if the drawee refuses to honor it at maturity. This will permit 
the drawer to take what is known as executive action, which in turn 
extends to the exporter the right to attach the debtor's property as soon 
as legal action is taken against him. 

Once the drawee has accepted the draft, his liability is established, thus 
permitting the bank, if so instructed, to protest for nonpayment. It is 
useless to protest a nonaccepted draft, and it is a waste of money and 
effort to protest a draft because the drawee declines to accept it. 

The foreign credit man should consider the cost of protest in various 
countries since this action becomes rather expensive when there is no 
notary available in the town where the drawee is located. 

In South and Central America, reaccepted drafts are not subject to 
protest. Therefore, when the drawee requests an extension of a duly 
accepted draft, care should be taken to issue a new draft for his ac- 
ceptance. 

Power of Attorney 

Power of attorney may be general, in which case authority is con- 
ferred on another party to conduct all affairs of the grantor; or it may 
be limited, in which case it is drawn to permit the performance of one 
or more specific acts. 

The expiration of the general power of attorney occurs when the au- 
thority is revoked. In the limited type, the authority expires as soon 
as the occasion for which it was issued is closed or settled. 

Unless expressly forbidden in the power oC attorney, transfer is per- 
mitted. 



358 THE COLLECTION OF FOREIGN ACCOUNTS 

Like all legal documents, power of attorney must be registered. To 
become valid, it must first be sworn to before a notary public, then taken 
to the county clerk to certify the signature of the notary. The next 
step is to have it certified at the consulate, and if necessary it should be 
legalized once more by the country's embassy in Washington. 

In order to avoid delay, powers of attorney should be issued in 
conformity with the laws and in the language of the land where they 
are to be used. 

The Endorsement as a Collection Weapon 

In many countries, Argentina, Venezuela, and Colombia, for example, 
it is absolutely necessary to issue a power of attorney to bring about a 
court proceeding. In other countries, such as Peru, Nicaragua, and 
Haiti, the endorsement may be used to force the collection of bills. 
This action is called executive action. For instance, in case of a trouble- 
some account which has not been collected through the customary meth- 
ods, the protested draft could be used as a collection weapon, replacing 
the customary method of issuing a power of attorney. The procedure is 
to instruct the collecting bank to endorse the protested bill to a specified 
lawyer to whom the foreign credit man has already given authority to 
proceed to take any action he might deem necessary in order to collect 
the debt. 

Sales Contract 

A contract, to become effective in the event that legal action must be 
taken, must cover the following essentials: 

1. The parties to the agreement must be legally competent to arrange 
the contract. 

2. An offer must have been made. 

3. The offer must have been accepted. 

4. The object of the contract must be clearly defined and may not be 
contrary to the law of the land. 

In export business, offers and acceptances are most frequently made by 
letters or cables, and do not require any special form. If the agreement 
is arranged by telephone or cable, however, it is the practice to confirm 
such agreement in writing. 

When selling raw materials, such as cotton, sugar, tobacco, wheat, and 
oil, or, for that matter, in any sale involving a substantial sum of money, 
the rule should be to close the deal by means of a contract that defines 
the responsibilities of the contracting parties. 

The contract should specify, among other things, the right to arbitrate 
any disputes arising from the transaction; the manner in which the 
arbitrator will be selected; the quality and price of the commodity; the 
point and day of delivery; terms of sale; packing; insurance; and any 



THE LEGAL ASPECTS OF FdftElGN CREDIT W 

other information clarifying the rights and obligations of the interested 
persons. 

Indent 

Indents (Illustration 72), although frequently accepted by exporters 
as orders, in their true sense cannot be considered as binding as sales 
contracts. As a matter of fact, the real purpose of the indent is to 
request a foreign buyer (the indentee) to inquire whether the articles 
desired may be obtained at the prices specified. 

For example: if an importer located in South Africa wished to buy 
knives, and he estimated that in order to make a profit on the article 
he should not pay more than 10 cents per knife, he would then request 
the indentee to buy, say, 100 knives at the price indicated, or 10 cents 
each. If the purchasing agent is able to supply the goods as requested, 
and confirms the price and conditions, then the indent becomes a bona 
fide order. 

Trade Disputes 

Disputes in foreign trade. Disputes between buyer and seller are 
bound to occur. Every credit man in the domestic business knows from 
experience that hard times are always accompanied by a series of dis- 
putes and claims. The foreign credit man will surely encounter similar 
experiences. In his case, the problem is made more difficult and com- 
plicated by the differences in business practices, customs, and trade 
methods. 

There are other factors in export trade that increase the probabilities 
of possible losses followed by claims. One is the unavoidable necessity 
of carrying the merchandise over long distances that expose the ship- 
ments to rapid changes in weather, unavoidable delays, and similar dif- 
ficulties. Another is the nature of export business, which compels the 
seller to rely on the services and offices of others, such as inland trans- 
portation or warehousing. The interest these others have in the 
transaction is momentary, and although their services are necessary, 
they are also instrumental in increasing the possibilities of accidents and 
damages. 

Although these possible contingencies cannot be eliminated, since they 
are an integral part of international trade, the exporter can, neverthe- 
less, accomplish or put into practice certain policies and procedures that 
will assist in diminishing the chances of claims and disputes. 

First, he must select reliable, swift carriers for transporting the goods 
to the port and ultimately to the consignee. Second, the exporter must 
exert his utmost care in the selection of foreign agents. The agent is 
the one direct contact between the buyer and seller, who can eliminate 
the probabilities of disputes by selecting as customers merchants who 
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INDENT NO. 5422 

G. H. MARTINSEN & COMPANY 
7, CORPORATION STREET, CAPE TOWN 

Mark: GHM 30th October 194. 



To Messrs. Iselin Jefferson Company, Inc., 
90 Worth Street, 
NEW YORK, U. S. A. 

Prices: F. O. B. New York Discounts: 3% Cash. 

Payment: Richard Talbot & Co., Inc., Approximate 

357 Fourth Avenue, Value: 314. 

New York, N. Y. 

SHIPMENT TO: CAPE TOWN 

Shipping: Richard Talbot & Co., Inc. 

Confirms Order C 2902 placed with Mr. L. C. Smith 

BRISTOL 50/52" FANCY UPHOLSTERY FABRIC @ 1.25 yd. 
1 piece each: 14 Dk. Rose 
8 Blue 
7 Green 
11 Lt. Rose 
5 Plum 

FERN WOOD 50/52" FANCY UPHOLSTERY FABRIC @ 1.45 yd. 
' 1 piece each: 2 blue 

5 rose 

3 grey 

9 Dk. Rose 

4 green 

WEDGEWOOD 50/52" FANCY UPHOLSTERY FABRIC @ 1.45 yd. 

1 piece each: 7 Green 

3 Blue 
11 Rose 

2 pieces each: 15 Biscuit 

(all pieces 60 yds.) 

PERMIT NUMBER WILL BE CABLED AS SOON AS RECEIVED. 
Please send set of samples. 

Illustration 72. INDENT. 
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are well known for their integrity in business dealings. He can also 
do his utmost to convey clearly to the home office the wishes of the im- 
porter. Furthermore, when taking the order he should exert great care 
in setting down correctly: 

1. The quantity ordered by the foreign buyer. 

2. The price per unit of the commodity. 

3. The packing requested by the merchant. 

4. The buyer's marks. 

5. Instructions as to when the goods are to be shipped. 

6. The most direct route by which to ship the goods. 

7. Detailed shipping instructions. 

8. Terms. 

9. Customs declaration to be inserted with the documents. 

10. The marine insurance requested by the buyer, if any. 

11. Any other remarks that might help to checkmate the likelihood of 
possible errors and omissions. 

American firms which have branches abroad can readily appease a 
hotheaded South American or an annoyed European who complains 
about deliveries, cost of transportation, and what not, by promptly estab- 
lishing the rightfulness of the claim or by explaining the difficulties and 
giving the assurance that such irregularities will be eliminated. 

If, on the other hand, the American concern relies on the efforts of its 
foreign agent to adjust disputes that may arise, it would be advantageous 
(and should be done whenever possible) to give the agent as much au- 
thority as possible, which will permit him to settle quickly any discord 
that may occur with any of his clients. 

When it is necessary for the foreign agent to refer all disputes to the 
head office, it should be the duty of the seller to consider immediately the 
nature of the claim, study the facts, and render a decision with the 
utmost speed. The settlement should be as liberal as possible, and what- 
ever concession is granted should be granted graciously. 

In summary, the agent can help to eliminate disputes through friendlier 
and closer acquaintance with the importer, and by carefully following 
the instructions of the buyers. The exporter himself can further assist 
in the effort to avoid claims: by closely adhering to the instructions and 
wishes of the buyer in regard to the quality and type of goods ordered, 
and in regard to deliveries; by refusing to make any changes in the con- 
tract without the written approval of the buyer. 

The causes of controversies. In the previous paragraphs, some of 
the minor and less complicated causes of controversies between buyer 
and seller were presented. The discussion dealt with fairly tangible 
situations. If, for example, a chemical house sells some of its products 
abroad, and the buyer disputes the quality of the article received, the 
veracity of his assertion can be readily determined by a chemical analysis. 



362 THE COLLECTION OF FOREIGN ACCOUNTS 

If a shipment of hosiery is not received on time, an immediate adjust- 
ment can be made by the seller. 

There are other controversies, however, which are not so readily ad- 
justable. Among them are: 

1. The interpretation and meaning of the clauses of a contract. The 
differences in business practices among nations brings about differences 
in the interpretation of the wording of a contract. For example, when 
the price of an article is quoted C. I. F., it would seem that the price in- 
cludes the cost of the goods, the insurance, and the freight. Some buyer 
interprets this term to mean that the insurance taken by the seller should 
cover all risks. This view is not geneially accepted as correct, since the 
ordinary insurance taken on C. I. F. quotations does not cover war risk, 
among others. It is up to the buyer to request such coverage, and any 
additional coverage he wants. To avoid any misunderstanding, it would 
be advisable for the exporter to inform his foreign agent that the in- 
surance coverage on a C. I. F. quotation does not include war risk. The 
agent should in turn pass the information to the buyer. At any rate, the 
importer must be notified what risks are not included in the insurance 
when quoting a C. I. F. price. 

2. The ownership and protection of patent rights. Disputes in this 
field can be violent and acute, and are generally brought about by the 
diversity among the patent laws of the different nations of the world. 
Add to this the interest that governments have in patents as a source 
of national security, and the problem takes on a graver outlook as far as 
the settlement of disputes is concerned. 

3. Trade marks and copyrights. These present another source of 
dispute, although not so acute as that of a patent. 

4. Shipping Claims. For lack of a better term, it is necessary to adopt 
the name of "Shipping Claims" for any dispute, complaint, or litigation 
that might arise because of faulty shipping documents. For example, if 
the exporter makes a wrong declaration on the consular invoice, his 
mistake will mean that the importer will have difficulties with the cus- 
toms inspector. In fact, the chances are that he will be fined for the 
error. The buyer, fully justified, will naturally insist that the exporter 
refund the amount of the penalties or fines to him. 

5. Other controversies. Even among dealers of prime commodities, 
such as sugar, cotton, wool, and others, which are well regulated by com- 
mon agreements and standardized by procedures that are the outcome of 
years of experience, traders still find causes for claims and disputes. 

In conclusion, it appears that there are three distinct groups within 
which may be classified most of the claims and disputes that arise in 
international trade. They are: 

1. Disputes among the dealers of raw materials and manufactured 
goods. 
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2. Disputes because of faulty ocean shipping documents. 

3. Disputes about the rights and ownership of industrial properties. 
Measures and remedies to avoid disputes and controversies. The 

task of eliminating disputes starts the moment the agent walks into the 
importer's establishment to sell. He accomplishes it by offering exactly 
the type and quality of merchandise he sells. When he refrains from dis- 
guising the product and making promises which he cannot fulfill, he is 
definitely aiding the avoidance of causes for future disputes. He further 
bars the likelihood of controversies by forwarding to the head office pre- 
cise instructions as to how to pack the goods, and by giving correct 
shipping instructions. 

The seller can assist in this task by checking every instruction and 
making sure that the wishes and desires of the buyer can be fulfilled. 

Both the foreign agent and the seller should develop friendly relations 
from the start of business contacts with the buyers. They should exert 
the utmost care in being exact in carrying out their promises at all times. 
Furthermore, they should avoid too much bargaining and bickering back 
and forth a'bout any dispute or difference. Remember these things: 
Give a fair hearing to all complaints. Facts are stubborn. They speak 
for themselves and cannot be twisted. Do not try to justify errors with 
flimsy explanations. If any error has been made, admit it and take the 
consequences. The importer, too, is a businessman, and he expects 
honest and straightforward business methods. 

The mediator. There may come a time when neither the buyer nor 
seller can agree on the settlement of a claim. Their ideas may clash 
because their interpretations of the facts are not the same. The large 
majority of buyers and sellers do not argue for the sake of proving that 
the other is wrong. Each one defends what he conceives is right, and it 
may be that their differences are not so wide apart as they may seem 
from their attitude. 

At this point either the agent or a mutual friend of the buyer and 
seller may suggest letting a third person become acquainted with the 
facts and be permitted to render an opinion. This friendly person is 
known among merchants as a mediator. Sometimes he is a highly re- 
spected businessman, or just a friend known to both the buyer and the 
seller; he may be a government employee, a consul or a commercial 
attache^, or, in fact, any person who is trusted by the interested parties. 

This method of adjusting claims has been used in the textile trade to 
settle disputes about the quality of the merchandise. It can be used in 
cases where the contract does not specify what procedure the buyer or 
seller should take in the case of disputes. The method is simple, and 
it serves very nicely in solving a delicate situation through conciliatory 
methods. It is practical, friendly, and inexpensive. 

Arbitration. It may be recalled that in discussing the foreign order 
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it was stated that the contract itself should carry, whenever possible, a 
clause specifying that: 

Every dispute of whatever character arising out of the contract must 
be settled by arbitration in New York City, and be conducted in the 
manner prescribed in the contract or set forth by some particular 
trade association. 

In other words, if a dispute arises about the quality of the goods, the 
weight of the product, or the yield of raw wool, such dispute must be 
settled by arbitration, in accordance with the rules set by the Raw Wool 
Association of New York. 

Frequently the contract does not mention that disputes arising out of 
the contract will be submitted to arbitration. In that case the interested 
parties can agree, after the dispute has arisen, to submit their differences 
to arbitration. The interested parties, that is, the vendor and buyer, 
will then select the arbitrators and set the rules of procedure. 

Arbitration, for our own purposes, may be defined as the method of 
settling commercial disputes and differences in which American ex- 
porters and foieign importers are involved, thus ignoring recourse to 
legal process. It proceeds on the correct assumption that traders here 
and abroad have faith in one other, and on the belief that their interests 
are quite identical. It is a businesslike method of voluntarily adjust- 
ing differences arising between importer and exporter. 

The method of arbitration. By a further reference to the contract 
which stipulates that disputes are to be settled by arbitration, it will be 
seen that the clause also states three other things: 

1. That the dispute will be settled in New York City, or whatever other 
locality is designated. 

2. That arbitration will be conducted in the manner provided by the 
arbitration rules. 

3. That the loser will bear all arbitration expenses "unless otherwise 
decided by the arbitrators." 

It is the practice that each association, representing a particular trade, 
select an arbitration board for a period of time. In other instances the 
arbitrators are selected at the time the dispute arises, and the selection 
is made by both parties. This is the method used in the textile trade in 
the United States. 

At this point it must be emphasized that arbitration is used mainly 
among traders of raw materials. It is more adaptable to this business 
than to the traders of manufactured goods. There is a wide diversity in 
the latter field, which is not found when dealing in raw commodities. 

In practice, disputes arising out of the sale of manufactured goods are 
primarily settled by the buyer, the seller, and the agent. 

Every important trade center of the world has its own board of arbitra- 
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tion, and each board sets its own rules of procedure. The men compos- 
ing the boards are experts in their own fields of business, and must enjoy 
an excellent reputation. The decisions of any arbitration board are 
considered final. 

Among the most important associations in this country that have be- 
come known in international trade arbitration are the International 
Chamber of Commerce, the North American Export Grain Association, 
Inc., The National American Wholesale Lumber Association, The Amer- 
ican Cotton Shippers' Association, The Dried Fruit Association of Cali- 
fornia, to name a few. For a complete list of these commodity exchanges 
or associations it would be helpful to obtain the Year Book on Commer- 
cial Arbitration in the United States. This publication is issued by the 
American Arbitration Association. It includes the rules by which the 
associations are governed as well as the facilities they offer to their 
respective trades. 

Miss Frances Kellor in her article entitled "Coordination of Commer- 
cial Arbitration Systems," reprinted in the Arbitration Journal, Summer 
1946, Volume I, No. 2, states that there are four organized trade arbitra- 
tion systems: The London Court of Arbitration of the London Chamber 
of Commerce; the Soviet Union System of Commercial Arbitration; The 
International Chamber of Commerce; and the Western Hemisphere Sys- 
tem of Arbitration. 

The last named is further subdivided into four different systems, 
namely: 

a. The American system, which administers foreign trade arbitrations 
in the United States under the rules of the American Arbitration Associa- 
tion. 

b. The Inter-American System, which provides the facilities for settling 
disputes between nationals and residents of the different republics of 
North and South America. 

c. The Canadian American System, which provides the means of set- 
tling claims or disputes between Canada and this country. 

d. The Western Hemisphere System, which differs from the other 
three "in that the American Arbitration Association, which is the co- 
ordinator of the three Western Hemisphere systems enters into joint 
arrangements with organizations in other countries, under which joint 
trade arbitration commissions are established." 

If the interested parties wish to arrange for arbitration, under any of 
these four systems, they do so by using the following clauses in the 
contract. 

The American System: 

Any controvery or claim arising out of or relating to this contract, or the 
breach thereof, shall be settled by arbitration in accordance with the Rules, 
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then obtaining, of the American Arbitration Association. The Association is 
authorized to make arrangements for this arbitration to be held under these 
Rules in any locality or territory agreed upon by the parties or as designated by 
the Association. This agreement shall be enforceable and judgment upon any 
award rendered by all or a majority of the arbitrators may be entered in any 
court of any country having jurisdiction. 

Inter- American Commercial Arbitration Commission: 

Any controversy or claim arising out of or relating to this contract, or the 
breach thereof, shall be settled by arbitration, in accordance with the Rules, 
then obtaining, of the Inter-American Commercial Arbitration Commission. 
This agreement shall be enforceable and judgment upon any award rendered 
by all or a majority of the arbitrators may be entered in any court having 

jurisdiction. The arbitration shall be held in or 

wherever jurisdiction may be obtained over the parties. 

Canadian American Commercial Arbitration Commission: 

Any controversy or claim arising out of or relating to this contract, or the 
breach thereof, shall be settled by arbitration, in accordance with the Rules of 
procedure, then obtaining, of the Canadian-American Commercial Arbitration 
Commission, established by the American Arbitration Association and the 
Canadian Chamber of Commerce, and judgment upon the award rendered 
may be entered in any court having jurisdiction thereof. 

Western Hemisphere System of Arbitration: 

Any controversy or claim arising out of or relating to this contract, or the 
breach thereof, shall be settled by arbitration in accordance with the Rules, 
then obtaining, of the American Arbitration Association. Any such arbitration 

shall be held in the United States, at the City of unless, 

by agreement, the parties hereto select another location. If by such agreement 
of the parties, the arbitration is held in any of the Latin American Republics, 
then the Rules of the Inter- American Commercial Arbitration Commission shall 
apply. Or if such arbitration is to be held in the Dominion of Canada, then 
the Rules of the Canadian-American Commercial Arbitration Commission shall 
apply. Or if the arbitration is to be held at any point outside of the above 
described areas, then whatever Rules the parties agree to shall apply. Judg- 
ment upon the award rendered may be entered in any court having jurisdiction 
in any country. 

Trade-Marks 

It has been the regrettable experience of some American firms, when 
they decided to sell abroad, to find it impossible to use their trade-marks 
or even their trade names. Some irresponsible or unscrupulous persons, 
aware of the value of these American trade-marks had proceeded to 
acquire their ownership without compunction, by registering them in 
their own names. When, at a later date, therefore, the American 
houses decided to sell their products in that particular foreign market, 
they were deprived of using their own industrial property. 

The American firms, could, of course, have taken legal action to 
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recover their rights, but the procedure would have been lengthy and 
costly. The only recourse open, then, in these circumstances, was to buy 
back the trade-marks. 

Another consideration that must be given by the exporter in regard 
to the trade-mark is the meaning it may have in a foreign country. It 
is possible that, although the trade-mark carries some significance in 
the United States, when translated into another language that signifi- 
cance is entirely lost. In fact it might be damaging to the product. It is 
known that the trade-mark of a well-known American manufacturer is 
also a Spanish word, which has a rather Rabelaisian meaning. In other 
words, to avoid any possible embarrassment the exporter should use for 
foreign markets a trade-mark that conveys some meaning and significance 
to the natives, one that is adaptable in every respect to the requirements, 
feeling, and ethics of the people of the country where it is to be used. 

Protecting trade-marks. In the preceding discussion, it was brought 
out that the exporter will experience difficulties if he fails to protect his 
trade-mark in foreign markets. 

Above all it is worth remembering that, when a merchant registers his 
trade-mark in the United States, such registration does not mean that 
he is entitled to demand and receive full protection abroad. The con- 
trary is the truth. He can receive protection only after he has fulfilled 
all the requisites demanded by the laws of the foreign countries in which 
he wishes to sell his product. This procedure is the one method avail- 
able to the exporter for safeguarding his trade-mark rights. It must be 
borne in mind also that each nation has its own laws and has established 
its own machinery for the direct purpose of protecting the "industrial 
rights" of its own people, as well as those of foreigners. It is essential, 
therefore, for the exporter wishing to enter a foreign market and wishing 
to use his own trade-mark, to call on the proper government official from 
whom he can obtain the required protection. 

It must be added, too, that the common-law concept of the property 
rights in trade which prevails in this country, Great Britain, its 
Dominions and Colonies, does not apply to other parts of the world. 
And because of these differences trade-mark ownership can be sustained 
only if the owner establishes in each country his legal rights to that 
ownership. 

It would be impossible for any one person, except a legal expert in 
the procedure of establishing trade-mark rights, to set forth the various 
methods of creating ownership of "industrial property" all over the 
world. For those who wish to follow the study in a more detailed 
manner, it is suggested that they consult a valuable publication issued 
by the United States Department of Commerce, and written by James 
L. Brown, entitled: Industrial Property Protection Throughout the 
World. 
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In a general way, it may be said that before registering a trade-mark 
abroad it should be first registered in this country. 

In most countries, the ownership of the trade-mark is granted to 
whoever first registers the trade-mark with the proper authority. In a 
few countries, however, proof of ownership determines the right to use 
the trade-mark, and registration, although advisable, is not entirely 
necessary. 

The cost of registration varies in every country. It may be from $100 
up. The limitation of industrial property ownership also differs in every 
country. Usually it varies from ten to twenty years. Renewal in most 
cases is granted if the owner proves that he has used the trade-mark for a 
certain period of time. 

In countries that have not enacted any laws for the protection of 
trade-marks, it is advisable to file the claim, which in a way is a sort of 
registration, with some government official. Notice of the filing is 
then published in the daily newspapers of the country. 

The technicalities, the multitude of regulations and red tape involved 
in establishing the ownership of a trade-mark, leads to one conclusion: 
those merchants desiring to protect their trade-marks abroad should 
seek the services of a competent lawyer who knows thoroughly the in- 
tricacies of the laws dealing with industrial property in foreign countries. 

Patents 

The problem of patent rights and ownership is as complicated, if not 
more complicated, than that of trade-marks. The reason is that at 
times the question deals not only with the right of an individual, but 
also occasionally with the security of a nation. To this may be added 
that patent rights rest primarily on proving the utility as well as the 
novelty of the invention. 

The economic aspect of the patent must also be considered. Unlike 
the trade-mark, registration of a patent is very costly. 

Patent rights should be obtained only in countries where the invention 
can be used profitably. There is no use in registering an invention 
in Venezuela, for example, for a heating apparatus. The machine may 
be used once, but it will never be possible to create a great demand for 
it in that country since it could have no universal use. 

The application for a patent, in all foreign countries, is made by the 
inventor himself, although in some countries an assignee may apply 
after he obtains the legal consent of the inventor by means of a power 
of attorney. The signature of the inventor must also be presented. 

When the application for registration must be made varies in every 
nation. In some countries the application must be filed before the 
publication of any illustration or description of the invention is made 
public, or before the invention has been used or exhibited. 
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Once the applicant has proved the novelty of his invention and has 
successfully registered ownership rights, he must also comply with the 
requisites of some countries to the effect that the invention must be 
exploited; that is, that the article for which the invention was created 
must be put to use, produced, or manufactured, and sold. 

The usual period granted for the exploitation of a patent, after the 
patent rights have been granted, varies anywhere from one to five years. 
Furthermore, if the inventor fails to work the patent a year after he has 
started to manufacture, he may have his patent canceled. 

It is also the practice in some countries, when the invention is not 
exploited, to compel the inventor to grant a license to any person 
wishing to commercialize the patent. The owner of the invention will, 
of course, receive a royalty, but the royalties received by the inventor 
are subject to taxation in most countries. 

All patent rights are granted for a limited number of years. The 
life of the patent varies in different countries and may be from five to 
twenty years. 

From the above it is evident that the only way an inventor can protect 
his patent rights abroad is to engage the services of a competent and 
thoroughly reliable attorney. 

Copyrights 

Intellectuals and artists in general who wish to protect their property 
ughts can enjoy the same privilege, here and abroad, as the merchant 
or the inventor who legally safeguards his industrial property. The 
procedure by which the author protects his property rights on his work, 
which is his intellectual or artistic production, is called a copyright. 

Like the laws protecting trade-marks and patents, the laws of copy- 
rights are not uniform; but in a general way it can be said that foreign 
countries do recognize the ownership of an original creation, known all 
over the world as copyright. 

For example, there exists such a recognition among the countries of 
North and South America. Most of these republics have mutually 
agreed upon and signed a treaty by means of which a copyright obtained 
in one country is automatically accepted in another. When a book is 
copyrighted in Uruguay, say, or in the United States, and the work carries 
the statement reserving the property rights, such work is well protected 
within the two Americas. 

This country also has reciprocal arrangements with other nations 
outside the Americas, but they do not include the automatic protection 
extended by the nations of the Western Hemisphere. 

In countries where the United States has no reciprocal copyright re- 
lations, then the copyright protection must be obtained by fulfilling the 
requirements set forth by the laws of the country in question, and the 
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only person capable of taking care of this matter would be a competent 
attorney acquainted with this branch of the law. 

American Foreign Trade Definitions 

On July 30, 1941, a joint committee representing the Chamber of 
Commerce of the United States, the National Council of American 
Importers, Inc., and the National Foreign Trade Council adopted and 
issued "Revised American Foreign Trade Definitions 1941." In the 
foreword to these definitions the committee specifically states as follows: 

These revised definitions have no status at law unless there is specific legisla- 
tion providing for them, or unless they are confirmed by court decisions. Hence, 
it is suggested that sellers and buyers agree to their acceptance as part of the 
contract of sale. These revised definitions will then become legally binding 
upon all parties. 

In the "General Notes of Caution" the committee stresses the following 
points that should be accepted by every exporter: 

1. As foreign trade definitions have been issued by organizations in various 
parts of the world, and as the courts of countries have interpreted these defini- 
tions in different ways, it is important that sellers and buyers agree that their 
contracts are subject to the Revised American Foreign Trade Definitions 1941, 
and that the various points listed are accepted by both parties. 

2. In addition to the foreign trade terms listed herein, there are terms that 
are at times used, such as Free Harbor, C. I. F. & C. (Cost, Insurance, Freight, 
and Commission), C. I. F. C. & I. (Cost, Insurance, Freight, Commission and 
Interest), C. I. F. Landed (Cost, Insurance, Freight, Landed), and others. 
None of these should be used unless there has first been a definite understanding 
as to the exact meaning thereof. It is unwise to attempt to interpret other 
terms in the light of the terms given herein. Hence, whenever possible, one of 
the terms defined herein should be used. 

3. It is unwise to use abbreviations in quotations or in contracts which might 
be subject to misunderstanding. 

4. When making quotations, the familiar terms "hundredweight" or "ton" 
should be avoided. A hundredweight can be 100 pounds of the short ton, or 1 12 
pounds of the long ton. A ton can be a short ton of 2,000 pounds, or a metric 
ton of 2,204.6 pounds, or a long ton of 2240 pounds. Hence, the type of 
hundredweight or ton should be clearly stated in quotations and in sales 
confirmations. Also, all terms referring to quantity, weight, volume, length, 
or surface should be clearly defined and agreed upon. 

5. If inspection, or certificate of inspection, is required, it should be agreed, 
in advance, whether the cost thereof is for account of seller or buyer. 

6. Unless otherwise agreed upon, all expenses are for the account of seller 
up to the point at which the buyer must handle the subsequent movement of 
goods. 

7. There are a number of elements in a contract that do not fall within the 
scope of these foreign trade definitions. Hence, no mention of these is made 
herein. Seller and buyer should agree to these separately when negotiating 
contracts. This particularly applies to so-called "customary" practices. 
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DEFINITIONS OF QUOTATIONS 

(I) EX (POINT OF ORIGIN) 

"EX FACTORY," "EX MILL," "EX MINE," "EX PLANTATION," 
"EX WAREHOUSE," etc. (Named point of origin) 

Under this term, the price quoted applies only at the point of origin, and the 
seller agrees to place the goods at the disposal of the buyer at the agreed place 
on the date or within the period fixed. 

Under this quotation: 
Seller must 

(1) bear all costs and risks of the goods until such time as the buyer is 
obliged to take delivery thereof; 

(2) render the buyer, at the buyer's request and expense, assistance in 
obtaining the documents issued in the country of origin, or of ship- 
ment, or of both, which the buyer may require either for purposes 
of exportation, or of importation at destination. 

Buyer must 

(1) take delivery of the goods as soon as they have been placed at his 
disposal at the agreed place on the date or within the period fixed; 

(2) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(3) bear all costs and risks of the goods from the time when he is 
obligated to take delivery thereof; 

(4) pay all costs and charges incurred in obtaining the documents issued 
in the country of origin, or of shipment, or of both, which may be 
required either for purposes of exportation, or of importation at 
destination. 

(II) F. O. B. (FREE ON BOARD) 

Note' Seller and buyer should consider not only the definitions but also the 
"Comments on All F. O. B. Terms" given at the end of this section, in order 
to understand fully their respective responsibilities and rights under the 
several classes of "F. O. B." terms. 

(II A) "F. O. B. (named inland carrier at named inland point of departure)" 

Under this term, the price quoted applies only at inland shipping point, and 
the seller arranges for loading of the goods on, or in, railway cars, trucks, 
lighters, barges, aircraft, or other conveyance furnished for transportation. 

Under this quotation: 
Seller must 

(1) place goods on, or in, conveyance, or deliver to inland carrier for 
loading; 

(2) provide clean bill of lading or other transportation receipt, freight 
collect; 

(3) be responsible for any loss or damage, or both, until goods have been 
placed in, or on, conveyance at loading point, and clean bill of 
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lading or other transportation receipt has been furnished by the 
carrier; 

(4) render the buyer, at the buyer's request and expense, assistance in 
obtaining the documents issued in the country of origin, or of ship- 
ment, or of both, which the buyer may require either for purposes 
of exportation, or if importation at destination. 
Buyer must 

(1) be responsible for all movement of the goods from inland point of 
loading, and pay all transportation costs; 

(2) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(3) be responsible for any loss or damage, or both, incurred after loading 
at named inland point of departure; 

(4) pay all costs and charges incurred in obtaining the documents issued 
in the country of origin, or of shipment, or of both, which may be 
required either for purposes of exportation, or of importation at 
destination. 

(II B) "F. O. B. (named inland carrier at named inland point of 
departure) FREIGHT PREPAID TO (named point of exportation)" 

Under this term, the seller quotes a price including transportation charges 
to the named point of exportation and prepays freight to named point of 
exportation, without assuming responsibility for the goods after obtaining a 
clean bill of lading or other transportation receipt at named inland point 
of departure. 

Under this quotation: 
Seller must 

(1) assume the seller's obligations as under II A except that under (2) 
he must provide clean bill of lading or other transportation receipt, 
freight prepaid to named point of exportation. 
Buyer must 

(1) assume the same buyer's obligations as under II A, except that he 
does not pay freight from loading point to named point of 
exportation. 

(II C) "F. O. B. (named inland carrier at named inland point of departure) 
FREIGHT ALLOWED TO (named point)" 

Under this term, the seller quotes a price including the transportation charges 
to the named point, shipping freight collect and deducting the cost of trans- 
portation, without assuming responsibility for the goods after obtaining a 
clean bill of lading or other transportation receipt at named inland point 
of departure. 

Under this quotation: 
Seller must 

(1) assume the same seller's obligations as under II A, but deducts 

from his invoice the transportation cost to named point. 
Buyer must 

(1) assume the same buyer's obligations as under II A, including pay- 
ment of freight from inland loading point to named point, for which 
seller has made deduction. 
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(II D) "F. O. B. (named inland carrier at named point of exportation)" 

Under this term, the seller quotes a price including the costs of transportation 
of the goods to named point of exportation, bearing any loss or damage, or both, 
incurred up to that point. 

Under this quotation: 
Seller must 

(1) place goods on, or in, conveyance, or deliver to inland carrier for 
loading; 

(2) provide clean bill of lading or other transportation receipt, paying 
all transportation costs from loading point to named point of 
exportation; 

(3) be responsible for any loss or damage, or both, until goods have 
arrived in, or on, inland conveyance at the named point of ex- 
portation; 

(4) render the buyer, at the buyer's request and expense, assistance in 
obtaining the documents issued in the country of origin, or of 
shipment, or of both, which the buyer may require either for 
purposes of exportation, or of importation at destination. 

Buyer must 

(1) be responsible for all movement of the goods from inland conveyance 
at named point of exportation; 

(2) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(3) be responsible for any loss or damage, or both, incurred after goods 
have arrived in, or on, inland conveyance at the named point of 
exportation; 

(4) pay all costs and charges incurred in obtaining the documents issued 
in the country of origin, or of shipment, or of both, which may be 
required either for purposes of exportation, or of importation at 
destination. 

(II E) "F. O. B. VESSEL (named port of shipment)" 

Under this term, the seller quotes a price covering all expenses up to, and 
including, delivery of the goods upon the overseas vessel provided by, or for, 
the buyer at the named port of shipment. 

Under this quotation: 
Seller must 

(1) pay all charges incurred in placing goods actually on board the 
vessel designated and provided by, or for, the buyer on the date 
or within the period fixed; 

(2) provide clean ship's receipt or on-board bill of lading; 

(3) be responsible for any loss or damage, or both, until goods have been 
placed on board the vessel on the date or within the period fixed; 

(4) render the buyer, at the buyer's request and expense, assistance in 
obtaining the documents issued in the country of origin, or of 
shipment, or of both, which the buyer may require either for 
purposes of exportation, or of importation at destination. 

Buyer must 

(1) give seller adequate notice of name, sailing date, loading berth of, 
and delivery time to, the vessel; 
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(2) bear the additional costs incurred and all risks of the goods from the 
time when the seller has placed them at his disposal if the vessel 
named by him fails to arrive or to load within the designated time; 

(3) handle all subsequent movement of the goods to destination: 

(a) provide and pay for insurance; 

(b) provide and pay for ocean and other transportation; 

(4) pay export taxes, or other fees or charges, if any, levied because 
of exportation; 

(5) be responsible for any loss or damage, or both, after goods have been 
loaded on board the vessel; 

(6) pay all costs and charges incurred in obtaining the documents, other 
than clean ship's receipt or bill of lading, issued in the country of 
origin, or of shipment, or of both, which may be required either 
for purposes of exportation, or of importation at destination. 

(II F) "F. O. B. (named inland point in country of importation)" 

Under this term, the seller quotes a price including the cost of the mer- 
chandise and all costs of transportation to the named inland point in the country 
of importation. 

Under this quotation: 
Seller must 

(1) provide and pay for all transportation to the named inland point 
in the country of importation; 

(2) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(3) provide and pay for marine insurance; 

(4) provide and pay for war risk insurance, unless otherwise agreed 
upon between the seller and buyer; 

(5) be responsible for any loss or damage, or both, until arrival of goods 
on conveyance at the named inland point in the country of im- 
portation; 

(6) pay the costs of certificates of origin, consular invoices, or any other 
documents issued in the country of origin, or of shipment, or of both, 
which the buyer may require for the importation of goods into the 
country of destination, and, where necessary, for their passage in 
transit through another country; 

(7) pay all costs of landing, including wharfage, landing charges, and 
taxes, if any; 

(8) pay all costs of customs entry in the country of importation; 

(9) pay customs duties and all taxes applicable to imports, if any, in the 
country of importation. 

Note: The seller under this quotation must realize that he is accepting im- 
portant responsibilities, costs, and risks, and should therefore be certain to 
obtain adequate insurance. On the other hand, the importer or buyer may 
desire such quotations to relieve him of the risks of the voyage and to assure 
him of his landed costs at inland point in country of importation. When 
competition is keen, or the buyer is accustomed to such quotations from other 
sellers, seller may quote such terms, being careful to protect himself in an 
appropriate manner. 
Buyer must 

(1) take prompt delivery of goods from conveyance upon arrival at 
destination; 
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(2) bear any costs and be responsible for all loss or damage, or both, 
after arrival at destination. 

Comments on All F. O. B. Terms 

In connection with F. O. B. terms, the following points of caution are 
recommended: 

1. The method of inland transportation, such as trucks, railroad cars, lighters, 
barges, or aircraft should be specified. 

2. If any switching charges are involved during the inland transportation, it 
should be agreed, in advance, whether these charges are for account of seller or 
the buyer. 

3. The term "F. O. B. (named port)," without designating the exact point 
at which the liability of the seller terminates and the liability of the buyer 
begins, should be avoided. The use of this term gives rise to disputes as to the 
liability of the seller or the buyer in the event of loss or damage arising while 
the goods are in port, and before delivery to or on board the ocean carrier. 
Misunderstandings may be avoided by naming the specific point of delivery. 

4. If lighterage or trucking is required in the transfer of goods from the 
inland conveyance to ship's side, and there is a cost therefor, it should be 
understood, in advance, whether this cost is for account of the seller or the 
buyer. 

5. The seller should be certain to notify the buyer of the minimum quantity 
required to obtain a carload, a truckload, or a barge-load freight rate. 

6. Under F. O. B. terms, excepting "F. O. B. (named inland point in country 
of importation)," the obligation to obtain ocean freight space, and marine 
and war risk insurance, rests with the buyer. Despite this obligation on the part 
of the buyer, in many trades the seller obtains the ocean freight space, and 
marine and war risk insurance, and provides for shipment on behalf of the 
buyer. Hence, seller and buyer must have an understanding as to whether the 
buyer will obtain the ocean freight space, and marine and war risk insurance, 
as is his obligation, or whether the seller agrees to do this for the buyer. 

7. For the seller's protection, he should provide in his contract of sale that 
marine insurance obtained by the buyer include standard warehouse to ware- 
house coverage. 

(Ill) F. A. S. (FREE ALONG SIDE) 

Note: Seller and buyer should consider not only the definitions but also the 
"Comments" given at the end of this section, in order to understand fully their 
respective responsibilities and rights under "F. A. S." terms. 

"F. A. S. VESSEL (Named port of shipment)" 

Under this term, the seller quotes a price including delivery of the goods 
along side overseas vessel and within reach of its loading tackle. 
Under this quotation: 
Seller must 

(1) place goods along side vessel or on dock designated and provided by, 
or for, buyer on the date or within the period fixed; pay any heavy 
lift charges, where necessary, up to this point; 

(2) provide dean dock or ship's receipt; 
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(3) be responsible for any loss or damage, or both, until goods have been 
delivered along side the vessel or on the dock; 

(4) render the buyer, at the buyer's request and expense, assistance in 
obtaining the documents issued in the country of origin, or of 
shipment, or of both, which the buyer may require either for 
purposes of exportation, or of importation at destination. 

Buyer must 

(1) give seller adequate notice of name, sailing date, loading berth of, 
and delivery time to, the vessel; 

(2) handle all subsequent movement of the goods along side the vessel: 

(a) arrange and pay for demurrage or storage charges, or both, in 
warehouse or on wharf, where necessary; 

(b) provide and pay for insurance; 

(c) provide and pay for ocean and other transportation; 

(3) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(4) be responsible for any loss or damage, or both, while goods are on a 
lighter or other conveyance along side vessel within reach of its 
loading tackle, or on the dock awaiting loading, or until actually 
loaded on board the vessel, and subsequent thereto; 

(5) pay all costs and charges incurred in obtaining the documents, other 
than clean dock or ship's receipt, issued in the country of origin, or 
of shipment or of both, which may be required either for purposes 
of exportation, or of importation at destination. 

F. A. S. Comments 

1. Under F. A. S. terms, the obligation to obtain ocean freight space, and 
marine and war risk insurance, rests with the buyer. Despite this obligation on 
the part of the buyer, in many trades the seller obtains ocean freight space, and 
marine and war risk insurance, and provides for shipment on behalf of the buyer. 
In others, the buyer notifies the seller to make delivery along side a vessel 
designated by the buyer and the buyer provides his own marine and war risk 
insurance. Hence, seller and buyer must have an understanding as to whether 
the buyer will obtain the ocean freight space, and marine and war risk 
insurance, as is his obligation, or whether the seller agrees to do this for the 
buyer. 

2. For the seller's protection, he should provide in his contract of sale that 
marine insurance obtained by the buyer include standard warehouse to ware- 
house coverage. 

(IV) C. 8c F. (COST AND FREIGHT) 

Note: Seller and buyer should consider not only the definitions but also the 
"C. & F. Comments" and the "C. & F. and C. I. F. Comments" in order to 
understand fully their respective responsibilities and rights under "C. & F." terms. 

"C. fe F. (named point of destination)" 

Under this term, the seller quotes a price including the cost of transportation 
to the named point of destination. 
Under this quotation: 
Seller must 



THE LEGAL ASPECTS OF FOREIGN CREDIT 377 

(1) provide and pay for transportation to named point of destination; 

(2) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(3) obtain and dispatch promptly to buyer, or his agent, clean bill of 
lading to named point of destination; 

(4) where received-for-shipment ocean bill of lading may be tendered, be 
responsible for any loss or damage, or both, until the goods have 
been delivered into the custody of the ocean carrier; 

(5) where on-board ocean bill of lading is required, be responsible for 
any loss or damage, or both, until the goods have been delivered on 
board the vessel; 

(6) provide, at the buyer's request and expense, certificates of origin, 
consular invoices, or any other documents issued in the country of 
origin, or of shipment, or of both, which the buyer may require 
for importation of goods into country of destination and, where 
necessary, for their passage in transit through another country. 

Buyer must 

(1) accept the documents when presented; 

(2) receive goods upon arrival, handle and pay for all subsequent move- 
ment of the goods, including taking delivery from vessel in accordance 
with bill of lading clauses and terms; pay all costs of landing, 
including any duties, taxes, and other expenses at named point of 
destination; 

(3) provide and pay for insurance; 

(4) be responsible for loss of or damage to goods, or both, from time and 
place at which seller's obligations under (4) or (5) above have ceased; 

(5) pay the costs of certificates of origin, consular invoices, or any other 
documents issued in the country of origin, or of shipment, or of both, 
which may be required for the importation of goods into the country 
of destination and, where necessary, for their passage in transit 
through another country. 

C. A* F. Comments 

1. For the seller's protection, he should provide in his contract of sale that 
marine insurance obtained by the buyer include standard warehouse to ware- 
house coverage. 

2. The comments listed under the following C. I. F. terms in many cases 
apply to C. & F. terms as well, and should be read and understood by the 
C. 8c F. seller and buyer. 

(V) C. I. F. (COST, INSURANCE, FREIGHT) 

Note: Seller and buyer should consider not only the definitions but also the 
"Comments" at the end of this section, in order to understand fully their re- 
spective responsibilities and rights under "C. I. F." terms. 

"C. I. F. (named point of destination)" 

Under this term, the seller quotes a price including the cost of the goods, the 
marine insurance, and all transportation charges to the named port of destina- 
tion. 
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Under this quotation: 
Seller must 

(1) provide and pay for transportation to named point of destination; 

(2) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(3) provide and pay for marine insurance; 

(4) provide war risk insurance as obtainable in seller's market at time of 
shipment at buyer's expense, unless seller has agreed that buyer pro- 
vide for war risk coverage. (See Comment 10 (c) under "C. & F. and 
C. I. F. Comments.") 

(5) obtain and dispatch promptly to buyer, or his agent, clean bill of 
lading to named point of destination, and also insurance policy or 
negotiable insurance certificate; 

(6) where received-for-shipment ocean bill of lading may be tendered, 
be responsible for any loss or damage, or both, until the goods have 
been delivered into the custody of the ocean carrier; 

(7) where on-board ocean bill of lading is required, be responsible for 
any loss or damage, or both, until goods have been delivered on 
board the vessel; 

(8) provide, at the buyer's request and expense, certificates of origin, 
consular invoices, or any other documents issued in the country of 
origin, or of shipment, or both, which the buyer may require for 
importation of goods into country of destination and, where neces- 
sary, for their passage in transit through another country. 

Buyer must 

(1) accept the documents when presented; 

(2) receive the goods upon arrival, handle and pay for all subsequent 
movement of the goods, including taking delivery from vessel in 
accordance with bill of lading clauses and terms; pay all costs of 
landing, including any duties, taxes, and other expenses at named 
point of destination; 

(3) pay for war risk insurance provided by seller; 

(4) be responsible for loss of or damage to goods, or both, from time 
and place at which seller's obligations under (6) or (7) above have 
ceased; 

(5) pay the cost of certificates of origin, consular invoices, or any other 
documents issued in the country of origin, or of shipment, or both, 
which may be required for importation of the goods into the country 
of destination and, where necessary, for their passage in transit 
through another country. 

C. & F. and C. I. F. Comments 

Under C. & F. and C. I. F. contracts, the seller and the buyer should be in 
complete agreement on the following points at the time that the contract is 
concluded: < 

1. It should be agreed upon, in advance, who is to pay for miscellaneous 
expenses, such as weighing or inspection charges. 

2. The quantity to be shipped on any one vessel should be agreed upon, 
in advance, with a view to the buyer's capacity to take delivery upon arrival 
and discharge of the vessel, within the free time allowed at the port of im- 
portation. 

3. Although the terms "C. & F." and "C. I. F." are generally interpreted to 
provide that charges for consular invoices and certificates of origin are for the 
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account of the buyer, and are charged separately, in many trades these charges 
are included by the seller in his price. Hence, seller and buyer should agree, 
in advance, whether these charges are part of the selling price, or will be in- 
voiced separately. 

4. The point of final destination should be definitely known in the event 
the vessel discharges at a port other than the actual destination of the goods. 

5. When ocean freight space is difficult to obtain, or forward freight con- 
tracts cannot be made at firm rates, it is advisable that sales contracts, as an 
exception to regular C. & F. or C. I. F. terms, should provide for shipment within 
the contract period to be subject to ocean freight space's being available to 
the seller. They should provide also that changes in the cost of ocean trans- 
portation between the time of sale and the time of shipment be for account 
of the buyer. 

6. Normally, the seller is obligated to prepay the ocean freight. In some 
instances, shipments are made freight collect and the amount of the freight 
is deducted from the invoice rendered by the seller. It is necessary to be in 
agreement on this point, in advance, in order to avoid misunderstanding, which 
arises from foreign exchange fluctuations that might affect the actual cost of 
transportation, and from interest charges that might accrue under letter of 
credit financing. Hence, the seller should always prepay the ocean freight un- 
less he has a specific agreement with the buyer, in advance, that goods can be 
shipped freight collect. 

7. The buyer should recognize that he does not have the right to insist 
on inspection of goods prior to accepting the documents. The buyer should 
not refuse to take delivery of goods on account of delay in the receipt of docu- 
ments, provided the seller has used due diligence in their dispatch through the 
regular channels. 

8. Sellers and buyers are advised against including in a C. I. F. contract 
any indefinite clause at variance with the obligations of a C. I. F. contract as 
specified in these definitions. There have been numerous court decisions in 
the United States and other countries invalidating C. I. F. contracts because of 
the inclusion of indefinite clauses. 

9. Interest charges should be included in cost computations and should 
not be charged as a separate item in C. I. F. contracts, unless otherwise agreed 
upon, in advance, between the seller and buyer; in which case, however, the 
term "C. I. F. and I." (Cost, Insurance, Freight, and Interest) should be used. 

10. In connection with insurance under C. I. F. sales, it is necessary that 
seller and buyer be definitely in accord upon the following points: 

(a) The character of the marine insurance should be agreed upon in 
so far as being "W. A." (With Average) or "F. P. A." (Free of Particular Aver- 
age), as well as including any other special risks that are covered in specific 
trades, or against which the buyer may wish individual protection. Among 
the special risks that should be considered and agreed upon between seller 
and buyer are theft, pilferage, leakage, breakage, sweat, contact with other 
cargoes, and others peculiar to any particular trade. It is important that 
contingent or collect freight and customs duty should be insured to cover 
Particular Average losses, as well as total loss after arrival and entry but before 
delivery. 

(b) The seller is obligated to exercise ordinary care and diligence in 
selecting an underwriter in good financial standing. However, the risk of 
obtaining settlement of insurance claims rests with the buyer. 

(c) War risk insurance under this term is to be obtained by the seller at 
the expense and risk of the buyer. It is important that the seller be in definite 
accord with the buyer on this point, particularly as to the cost. It is desirable 
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that the goods be insured against both marine and war risk with the same 
underwriter, so that there can be no difficulty arising from the determination 
of the cause of the loss. 

(d) Seller should make certain that in his marine or war risk insurance 
there be included the standard protection against strikes, riots, and civil com- 
motions. 

(e) Seller and buyer should be in accord as to the insured valuation, 
bearing in mind that merchandise contributes in General Average on certain 
bases of valuation which differ in various trades. It is desirable that a com- 
petent insurance broker be consulted in order that full value be covered and 
trouble avoided. 

(VI) EX DOCK 

(VI) "EX DOCK (named port of importation)" 

Note: Seller and buyer should consider not only the definitions but also the 
"Ex Dock Comments" at the end of this section, in order to understand fully 
their respective responsibilities and rights under "Ex Dock" terms. 

Under this term, seller quotes a price including the cost of the goods and all 
additional costs necessary to place the goods on the dock at the named port 
of importation, duty paid, if any. 

Under this quotation: 
Seller must 

(1) provide and pay for transportation to named port of importation; 

(2) pay export taxes, or other fees or charges, if any, levied because of 
exportation; 

(3) provide and pay for marine insurance; 

(4) provide and pay for war risk insurance, unless otherwise agreed upon 
between the buyer and seller; 

(5) be responsible for any loss or damage, or both, until the expiration 
of the free time allowed on the dock at the named port of importation; 

(6) pay the costs of certificates of origin, consular invoices, legalization of 
bill of lading, or any other documents issued in the country of origin, 
or of shipment, or of both, which the buyer may require for the im- 
portation of goods into the country of destination and, where neces- 
sary, for their passage in transit through another country; 

(7) pay all costs of landing, including wharfage, landing charges, and 
taxes, if any; 

(8) pay all costs of customs entry in the country of importation; 

(9) pay customs duties and all taxes applicable to imports, if any, in the 
country of importation, unless otherwise agreed upon. 

Buyer must 

(1) take delivery of the goods on the dock at the named port of importa- 
tion within the free time allowed; 

(2) bear the cost and risk of the goods if delivery is not taken within the 
free time allowed. 

Ex Dock Comments 

This term is used principally in United States import trade. It has various 
modifications, such as "Ex Quay," "Ex Pier," and so forth, but it is seldom, if 
ever, used in American export practice. Its use in quotations for export is not 
recommended. 
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Table of Foreign Terms 

There is no standard of terms set on foreign accounts located in the same 
territoiy. It is true that throughout the West Indies, for example, textiles and 
rayons are sold on terms of 60 and 70 days from date of invoice, which, inci- 
dentally, conform to the terms prevailing in the domestic market for these 
products; but it is equally true that the very same merchandise is sold, in the 
same territories, on terms of sight draft. 

In a detailed study made by Mr. A. O. Stanley * on foreign terms, it is clearly 
brought out that the same product is sold on different terms in the same market. 
These are what are commonly known in export business as short terms, which 
is another way of saying that consumer goods command short terms of any- 
where from sight draft with documents attached, to 120 days sight (rarely used), 
to 180 days date. 

Heavy goods, on the other hand, are usually sold on long terms, which com- 
prise anywhere from one to five years. Even within this group the standard 
is broken, however, and sales are made against commercial letter of credit or 
cash with order. 

In presenting the list given below, we have selected only the principal prod- 
ucts exported by this country. 

Cotton. Most of the raw cotton sold by this country goes to European 
markets. The terms as a rule are: Documentary Letter of Credit, sight draft 
against delivery of documents, or 7 days sight draft documents delivered against 
acceptance. 

Food. Within the food line are grain, coffee, corn and wheat, as well as 
canned goods. The grain is usually sold on sight draft or payment against let- 
ter of credit. 

Canned goods throughout South America are sold anywhere from sight draft 
to 60 days open account. 

Paper. Under normal conditions the export of paper to Europe is not of 
great importance. It goes mostly to Central and South America, and the terms 
are anywhere from sight draft to 90 days open account. 

Rayon. Europe buys little rayon from the United States; as a matter of 
fact, even Argentina, Brazil, and Mexico import negligible quantities of rayon 
from this country. It is sold mostly throughout Central America and the West 
Indies, Colombia, Venezuela, Ecuador, and Peru, on terms varying from sight 
draft with documents attached, to 60 days date, and 60 days sight. 

iFor a more complete list of terms granted by exporters to Latin America, see 
A. O. Stanley's Approach to Latin American Markets, issued by Dun & Bradstreet, 
Inc., New York. 
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Textiles and cotton fabrics. Most of these products go to Central America, 
some of the South American republics, South Africa, and the Far East. The 
terms vary from sight draft with documents attached to 90 days sight draft 
delivery upon payment. The latter terms are used entirely in the Far East. 
Central America under normal conditions usually receives terms of 60 days 
date, 60 days sight, and, rarely, 90 days date. 

Yarn. There are four main types of yarn: 

Cotton. Cotton is sold throughout South America on terms of letter of 
credit, sight draft, and 90 days open account, and on draft basis. The tenor 
of the drafts varies anywhere from 30 days date to 90 days sight. The latter 
terms are granted in Chile, Peru, and Uruguay. 

Silk. Most silk yarn is sold on letters of credit, sight draft with documents 
attached plus a deposit. Excellent houses receive more liberal terms, such as 
90 days open account or 90 days sight draft. 

Rayon and nylon yarn. The same terms as silk yarn. 

Wool yarn. The same terms as silk yarn. 

Abbreviations and Definitions of Export Terms 

C.A.D. Cash against documents. The shipping papers are mailed di- 

rectly to the importer, who immediately remits the value indi- 
cated on the invoice. 

C.A.D.N.Y. Cash against documents in New York. Payment is effected by a 
bank or some designated individual on presentation of shipping 
documents. 

Cd. SI. Conditional sales. 

C.I. A. Cash in advance. The cost of goods, marine insurance, and 

transportation charges are remitted before the goods are shipped. 

C. in N.Y. Cash in New York. This generally means payment through a 
confirming house or a similar arrangement. 

C.B.R.M. Cash by return mail. The buyer is supposed to pay on receipt 

of documents or commercial invoice. 

C.R.M. Cash on receipt of merchandise. The shipping documents are 

sent directly to the buyer, but he does not pay until the merchan- 
dise is received. 

C.R.S. Cash by return steamer. The documents go directly to the buyer 

and payment is made by return steamer. 

C.W.O. Cash with order. Same as cash in advance. 

30/180 D/D 30 to 180 days date draft. Maturity of the bill of exchange 
counts from date of draft. 

DFT/a Draft attached. The draft and the documents are sent to the 

collecting bank with instructions to release them against pay- 
ment or acceptance of the draft, as the case may be. 

10 E.O.M.* Open account terms with maturity ten days after the following 
month from the date of the invoice. Ordinarily this means about 
30/40 days' credit. 

E.O.M. and M.O.M. (middle of the month) terms are uncommon in foreign trade 
and should be replaced by terms that are fully recognized and understood abroad. 
If, for example, the domestic sales are on the basis of E.O.M. and the credit man 
wants to keep the export and domestic terms uniform, instead of writing on the 
foreign invoices "Terms E.O.M.," he could insert next to terms the following phrase: 

"This invoice is due on (date)" which will be the equivalent of E.O.M. 

terms, and will be understood and accepted by importers. 
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E.O.S.* Season's dating. Payment is effected at the end of the season. 

Irrev. L/C Irrevocable Letter of Credit. The sales must be financed by 
means of an irrevocable letter of credit. 

L/C Letter of Credit. The sales must be financed by a letter of credit. 

O/A Open Account. This could be 30, 60, 90, and, rarely, 120 days 

date. 

S/D D.A. Sight draft, documents attached. The draft with documents at- 
tached is sent to the collecting bank with instructions to release 
them upon payment of the draft. 

S/D D/P Sight draft, delivery against payment. Same as sight draft, docu- 

ments attached. 

30/180 S/D 30 to 180 days sight draft. The documents are attached to the 
draft and are released upon the acceptance of the draft. The ma- 
turity period of the bill begins from the date the draft is accepted 
by the drawee. 

Dft/c Draft clean. The documents are sent directly to the consignee 

or buyer, whereas the draft is remitted to the collecting bank for 
payment or acceptance. 

List of Overseas Branches of American Banks 

THE NATIONAL CITY BANK OF NEW YORK, 55 Wall Street, New York 15, N. Y. 
Argentina 

Buenos Aires 

Rosario 
Brazil 

Rio de Janeiro 

Pernambuco 

Santos 

Sao Paulo 
Canal Zone 

Balboa 

Cristobal 
Chile 

Santiago 

Valparaiso 
China 

Hong Kong 

Shanghai 

Tientsin 
Colombia 

Bogota 

Barranquilla 

Medellin 
Cuba 

Havana 

Caibarien 

Cardenas 

Manzanillo 

Matanzas 

Santiago 



* See footnote on previous page. 



364 APPENDIX 

England 

London 
India 

Bombay 

Calcutta 
Mexico 

Mexico City 
Peru 

Lima 
Philippine Commonwealth 

Manila 
Puerto Rico 

San Juan 

Arecibo 

Bayamon 

Caguas 

Mayaguez 

Ponce 
Republic of Panama 

Panama 
Straits Settlement 

Singapore 
Uruguay 

Montevideo 
Venezuela 

Caracas 

CENTRAL HANOVER BANK AND TRUST COMPANY, 70 Wall Street, New York 15, N. Y. 
England 

London 
CHASE NATIONAL BANK OF THE CITY OF NEW YORK, Pine Street, corner of Nassau, 

New York, N. Y. 
Canal Zone 

Balboa 

Colon 
China 

Shanghai 

Hong Kong 

Tientsin 
Cuba 

Havana 
England 

London 
France 

Paris 
Puerto Rico 

San Juan 

FIRST NATIONAL BANK OF BOSTON, Boston, Massachusetts. 
Argentina 

Buenos Aires 
Cuba 

Havana 
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GUARANTY TRUST COMPANY OF NEW YORK, 140 Broadway, New York, N. Y. 
Belgium 

Brussels 
England 

London 
France 

Paris 

J. P. MORGAN 8c COMPANY, INC., New York City. 
England 

London 
France 

Paris 



List of Foreign Banks with Offices in the United States, 
with Location of Head Office 



Belgium 

Banque Diamantaier Anversoise, S. A., 630 Fifth Avenue, New York, N. Y. 

Antwerp 
Canada 

Bank of Montreal, 64 Wall Street, New York, N. Y. 

Montreal 
Bank of Nova Scotia, 49 Wall Street, New York, N. Y. 

Toronto 
Barclays Bank, (Canada), 120 Broadway, New York, N. Y. 

Montreal 

Barclays Trust Company of Canada, 120 Broadway, New York, N. Y. 
Montreal 
Quebec 
Royal Bank of Canada, 68 William Street, New York, N. Y. 

Montreal 
Canadian Bank of Commerce, Exchange Place fc Hanover Square, 

New York, N. Y. 
Toronto 
The Dominion Bank, 49 Wall Street, New York, N. Y. 

Toronto 
China 

Bank of China, 40 Wall Street, New York, N. Y. 
Shanghai 
Chungking 
Hong Kong and Shanghai Banking Corporation, 72 Wall Street, 

New York, N. Y. 
Hong Kong 
Colombia 

Banco Comercial Antioqueno, 40 Exchange Place, New York, N. Y. 

Medellin 
Czechoslovakia 

Prague Credit Bank, 67 William Street, New York, N. Y. 
Prague 
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England 

Bank of British West Africa, Ltd., 67 Wall Street, New York, N. Y. 

London 
Bank of London and South America, Ltd., 34 Wall Street, New York, N. Y. 

London 
Banque Beige Pour L'Etranger (Overseas) Ltd., 67 Wall Street, 

New York, N. Y. 
London 
Barclays Bank, Ltd., 120 Broadway, New York, N. Y. 

London 
Barclays Bank (Dominion, Colonial & Overseas), 120 Broadway, 

New York, N. Y. 
London 
Chartered Bank of India, Australia 8c China, 65 Wall Street, New York, N. Y. 

London 
Lloyds Bank, Ltd., 34 Wall Street, New York, N. Y. 

London 
Mercantile Bank of India, Ltd., 64 Wall Street, New York, N. Y. 

London 
Midland Bank, Ltd., 44 Wall Street, New York, N. Y. 

London 
National Provincial Bank, Ltd., 67 Wall Street, New York, N. Y. 

London 
Standard Bank of South Africa, Ltd., 67 Wall Street, New York, N. Y. 

London 
France 

Socit Gnrale pour favoriser le developpement du Commerce 
et Tlndustrie en France, 60 Wall Street, New York, N. Y. 

Paris 

French American Banking Corporation, 31 Nassau Street, New York, N. Y. 
Greece 

Hellenic Bank and Trust Co., 139 William Street, New York, N. Y. 

(Agent for the National Bank of Greece) 
North Ireland 

A. W. Beamand, 1 Wall Street, New York, N. Y. 

(Representative of Westminster Bank, Ltd., London 

Westminster Foreign Bank, London 
Ulster Bank, Ltd., Belfast, Ireland.) 
Italy 

Banco Commerciale Italiana, 14 Wall Street, New York, N. Y. 

Milan 
Credito Italiano, 67 Wall Street, New York, N. Y. 

Milan 
Mexico 

Banco Nacional de Mexico, 70 Wall Street, New York, N. Y. 

Mexico City 
Netherlands 

Nederlandsche Handel-Maatschappij, N. V., 40 Wall Street, New York, N. Y. 

Amsterdam 

A. Phillippe Von Hemert, 42 Broadway, New York, N. Y. 
Amsterdam 
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Norway 

Hallvard Hillestad, 2 Wall Street, New York, N. Y. 
Oslo 

Agent for the Bank of Norway 
Philippine Commonwealth 

Philippine National Bank, 25 Broadway, New York, N. Y. 

Manila 
Poland 

Bank Polska Kasa Opieki, 32 Pearl Street, New York, N. Y. 

Warsaw 
South Africa 

Standard Bank of South Africa, 67 Wall Street, New York, N. Y. 

London. (This bank has branches throughout South Africa.) 
Switzerland 

Swiss Bank Corporation, 15 Nassau Street, New York, N. Y. 

Basle 

Credit Suisse, New York Agency, 30 Pine Street, New York, N, Y. 
Zurich 
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Rules of Procedure of the Inter-American Commercial Arbitration 

Commission 



FOR THE ARBITRATION OF 
FUTURE INTER-AMERICAN DISPUTES 

The Inter- American Commercial Arbitration Commission recommends the 
following arbitration clause for insertion in commercial contracts: 

Any controversy or claim arising out of or relating to this contract or the 
breach thereof, shall be settled by arbitration, in accordance with the Rules, 
then obtaining, of the Inter-American Commercial Arbitration Commission. 
This agreement shall be enforceable and judgment upon any award rendered 
by all or a majority of the arbitrators may be entered in any court having 

jurisdiction. The arbitration shall be held in or wherever 

jurisdiction may be obtained over the parties. 

FOR THE ARBITRATION OF 
FUTURE INTERNATIONAL DISPUTES 

The Inter-American Commercial Arbitration Commission recommends the 
following arbitration clause for insertion in commercial contracts, providing for 
arbitration in the Western Hemisphere: 

Any controversy or claim arising out of or relating to this contract or the 
breach thereof shall be settled by arbitration in accordance with the Rules 
then obtaining of the American Arbitration Association. If, however, one 
or more of the parties to this agreement is domiciled in one of the Republics 
of Latin America, the Rules of the Inter- American Commercial Arbitration 
Commission shall apply. If one or more of the parties to this agreement is 
domiciled in Canada, the Rules of the Canadian American Commercial 
Arbitration Commission shall apply. Should any question arise as to which 
Rules are applicable under this provision, the Joint Arbitration Committee 
established by these organizations shall have power to determine which Rules 
shall be applicable. Judgment upon the award rendered may be entered in 
any court of any country having jurisdiction. 

FOR THE SUBMISSION OF 
EXISTING DISPUTES 

We, the undersigned parties, hereby agree to submit to arbitration under the 
Commercial Arbitration Rules of the Inter-American Commercial Arbitration 
Commission the following controversy: (cite briefly). We further agree that 
the above controversy be submitted to (one) (three) Arbitrators selected from 
the panels of Arbitrators of the Commission. We further agree that we will 
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faithfully observe this agreement and the Rules and that we will abide by and 
perform any award rendered pursuant to this agreement and that a judgment 
of the Court having jurisdiction may be entered upon the award. 

The following organizations have by formal resolution recommended the use 
of the Commission's arbitration clause and facilities: 

Permanent Council of American Associations of Commerce and Production 
Thirty-First National Foreign Trade Convention 
The Inter-American Bar Association 

INTER-AMERICAN COMMERCIAL ARBITRATION TRIBUNALS 

The Inter-American Commercial Arbitration Commission has established, 
maintains and administers an inter-American system of Commercial Arbitration 
Tribunals. The system covers the principal cities of the 21 American Republics, 
where the Commission has available for service members of an inter-American 
panel of arbitrators. These Tribunals acquire their jurisdiction from the 
parties who confer their powers by mutual agreement. Such agreements may 
be of two kinds: written submissions which refer to existing disputes, and 
arbitration clauses in contracts which refer future disputes to arbitration. 

ORGANIZATION. The Inter-American Commercial Arbitration Commission 
is the outcome of the joint thought and purpose of the 21 American Republics. 
After a long period of investigation, discussion and study of the possibilities of 
establishing an inter-American system for the arbitration of commercial con- 
troversies, such a system was authorized by resolution of the Seventh Interna- 
tional Conference of American States, at its meeting at Montevideo in December, 
1933. 

Resolution XLI adopted by the Conference, provides as follows: 

"That, with a view to establish closer relations among the commercial asso- 
ciations of the Americas, entirely independent of official control, an inter- 
American agency be appointed, in order to represent the commercial interests 
of all Republics and to assume, as one of its most important functions, the 
responsibility of establishing an inter-American system of arbitration." 
Under its constitution the functions of the Inter-American Commercial Arbitra- 
tion Commission are strictly limited to the settlement of controversies between 
the nationals of different Republics. They do not apply to disputes arising in 
the domestic trade within any one Republic. 

ADMINISTRATION. The members of the Commission represent all of the 21 
American Republics. Nominations for members of the Commission are ap- 
proved by the Pan American Union and the members are men whose names 
and standing in the different countries are representative of leadership in 
inter-American interests. 

The practical operation of the Commission is conducted by National Com- 
mittees appointed in each Republic. The members of these Committees repre- 
sent the various business and professional interests of the Republic wherein 
they reside, always with a view to the importance of such interests in inter- 
American relations. These National Committees have three functions: To 
organize panels of arbitrators; to improve existing arbitration laws and prac- 
tice and to harmonize them with standards approved by the Seventh Interna- 
tional Conference of American States; and to educate business and professional 
men in their own Republics in the use of arbitration. 

Panels of arbitrators are appointed from nominations made by members of 
these Committees. They are business and professional men located in the more 
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important cities and may be residents in or citizens of any one of the 21 
American Republics. The members of the panels thus constitute links from 
one country to another and, through their business connections, frequently 
these links extend into several countries. 

The Commission has standard Rules of Procedure which are sufficiently elastic 
to be applicable under the laws of any of the 21 American Republics. These 
Rules may be administered by the Arbitration Committee of the Commission 
at its headquarters, or by the Arbitration Committees of the National Commit- 
tees, in the Republics where such have been appointed. 

But in addition to actual arbitrations, under standard rules, the Commission 
also provides a service for the adjustment of misunderstandings. Through 
members of its National Committees or members of its panels, the Commission 
frequently achieves, as a result of personal contact and conference, results which 
parties in dispute are unable to achieve by direct correspondence or negotiation. 

RELATION BETWEEN COMMISSION AND NATIONAL COMMITTEES. The head- 
quarters of the Commission are at 9 Rockefeller Plaza, New York, where it 
maintains an executive office and staff and hearing rooms for its Tribunals. 
It is the communications center for work with National Committees in the 
different Republics. Its activities consist of educational work for the advance- 
ment of the use of arbitration in each Republic and for advancing cooperation 
and goodwill through its good offices. 

This work includes familiarizing business and professional men with the 
Rules and Tribunals of the Commission and their use in each Republic; ex- 
pansion of the use of arbitration provisions in commercial contracts, education 
and training of members of panels; educational work through law and com- 
mercial schools, business and economic organizations; and use of trade and 
other publicity channels. 

INSTRUCTIONS FOR PROCEEDING UNDER RULES. It is necessary for the parties 
voluntarily and mutually to agree in writing to submit a matter to arbitration. 
The Commission, when called upon to do so by the parties, will facilitate the 
making of this agreement in the proper form. 

An arbitration agreement may be inserted in a written contract at the time 
it is made, providing for the arbitration of disputes arising subsequently under 
the contract. Under the United States Arbitration Law and under 15 State 
Laws in the United States and under the Law of the Republic of Colombia, 
such an arbitration provision is specifically recognized as valid and enforce- 
able. LTnder the Laws of other Republics it is necessary to supplement such a 
clause by a written agreement to submit the existing controversy to arbitration. 
However, the inclusion of an arbitration clause in contracts usually is regarded 
as a moral obligation on the part of the respective parties to submit their dis- 
putes to arbitration, and the clause greatly facilitates the submission of an 
existing controversy. A standard form of arbitration clause is provided by the 
Commission. 

An arbitration agreement may be made when the dispute arises, and this 
takes the form of a written submission signed by the parties in the manner 
required by the prevailing arbitration law. Such submission will be prepared 
by the Commission upon request of a party. 

A party desiring arbitration may communicate with the Commission (or 
with the Secretary of its National Committee where such Committee has been 
established). Such communication should contain: (a) the names and ad- 
dresses of both parties; (b) a brief statement of the controversy; (c) a copy of 
the arbitration clause or submission, if any exists, or a copy of any letter or 
statement indicating that the opposing party has consented to arbitration. 
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ADJUSTMENTS OF CLAIMS. Not all differences or misunderstandings that arise 
in the course of inter- American trade go to a hearing and award, for upon 
examination and negotiation and with the goodwill existing in inter- American 
trade, they are often readily adjusted by correspondence or in conference. To 
facilitate this function of the Commission, established and responsible business 
firms, trade associations and import and export publications in the western 
hemisphere have formed an Inter- American Business Relations Committee of 
the Commission. This Committee acts as a center to receive and handle any in- 
formation or questions with a view to their prompt and friendly adjustment 
or to take such action as may be necessary to their solution. 

The Committee does not attempt to settle all problems referred to it, but 
functions in such manner as may appear most practical; after study and analysis 
it may refer such problems as it deems advisable to the Commission or to co- 
operating organizations both in the United States and in Latin America which 
are best equipped to handle them. 

ARBITRATION CLAUSE. In the belief that the surest way of obtaining an 
amicable and speedy settlement of a dispute, when it arises, is to insert an 
arbitration clause in the commercial contract, the Commission has approved 
the following standard form which it recommends for use in such contracts: 

"Any controversy or claim arising out of or relating to this contract or the 

breach thereof, shall be settled by arbitration, in accordance with the Rules, 

then obtaining, of the Inter-American Commercial Arbitration Commission. 

This agreement shall be enforceable and judgment upon any award rendered 

by all or a majority of the arbitrators may be entered in any court having 

jurisdiction. The arbitration shall be held in or wherever 

jurisdiction may be obtained over the parties." 

In presenting this clause, the Commission observes that the legal effectiveness 
of a clause may depend upon the ability of the appropriate court to obtain 
jurisdiction over the parties. It is suggested, therefore, that the clause include 
an additional provision in which the party or parties name an attorney-in-fact, 
resident within the Republic whose laws govern the arbitration, to accept 
service of papers in any arbitration proceedings authorized under the agreement. 

I. RULES A PART OF THE ARBITRATION AGREEMENT 

1. Agreement of parties. The parties shall be deemed to have made these 
Rules a part of their arbitration agreement whenever, in the Submission or 
other written agreement, they have provided for arbitration by the Inter- 
American Commercial Arbitration Commission or under its Rules. These Rules 
and any amendment thereof shall apply in the form obtaining at the time the 
arbitration is initiated. 

II. TRIBUNALS 

2. Name of Tribunal. Any Tribunal constituted by the parties for the 
settlement of their dispute under these Rules, shall be called the Inter- American 
Commercial Arbitration Tribunal, hereinafter referred to as Tribunal. 

3. Administrator. When parties agree to arbitrate under these Rules or 
provide for arbitration by the Inter-American Commercial Arbitration Com- 
mission and an arbitration is initiated thereunder, they thereby constitute the 
Commission the Administrator of the arbitration. The authority and obliga- 
tions of the Administrator are limited in the manner prescribed in the agree- 
ment of the parties and in these Rules. 



4. Executive Duties. The duties of the Commission may be carried out 
through such officers of the Commission or such Clerks, Committees or Agents 
as the Commission may direct, and the Commission may designate the notary 
wherever the prevailing law requires the intervention of such official. 

5. Panels of Arbitrators. The Commission shall establish and maintain 
Panels of Arbitrators and shall appoint Arbitrators therefrom in the manner 
prescribed in these Rules, and such Arbitrators shall hereinafter be referred 
to as "Panel Arbitrators." 

6. Office of Tribunal. The general office of a Tribunal is the headquarters 
of the Commission, or such agency as it may designate. 

III. INITIATION OF THE ARBITRATION 

7. Initiation under an Arbitration Provision in a Contract. Any party to 
a contract containing a clause providing for arbitration by the Commission or 
under its Rules, or any party to a contract containing a general arbitration 
clause, when the parties have agreed, by stipulation or otherwise, to arbitrate 
under the Rules of the Commission, may commence an arbitration in the fol- 
lowing manner: 

(a) By such party giving written notice to the other party of intention 
to arbitrate (Demand), which notice shall contain a statement setting forth the 
nature of the dispute, the amount involved if any, the remedy sought; and 

(b) By filing with the Commission at any of its offices two copies of said 
notice, together with two copies of the contract or such parts thereof as relate 
to the dispute, including the arbitration provisions. 

The party upon whom the demand for arbitration is made may, if he so 
desires, file an answering statement with the Commission at least three days 
prior to the date set for the hearing, in which event he shall also send a copy 
of his answer to the other party. If no answer is filed within the stated time, 
it will be assumed that the claim made is denied. Failure to file an answer 
shall not operate to delay the arbitration. 

After the filing of the claim, and answer if any, if either party desires to 
make any new or different claim such claim shall be made in writing and filed 
with the Commission and a copy thereof mailed to the other party who shall 
have a period of fifteen days from the date of such mailing within which to 
file an answer with the Commission. 

However, after the Arbitrator is appointed no new or different claim may 
be submitted to him except with the consent of the Arbitrator and all other 
parties. 

8. Initiation under a Submission. Parties to any existing dispute may com- 
mence an arbitration under these Rules by filing at any office of the Commission 
two copies of a written agreement to arbitrate under these Rules (Submission), 
signed by the parties, and containing a statement of the matter in dispute, the 
amount of money involved if any, and the remedy sought. 

9. Administrative Fee. The Initial Fee in the amount prescribed in the 
Schedule in Rule IX shall be paid to the Commission by each of the parties at 
the time of initiating the arbitration. 

10. Fixing of Locality. The parties may mutually agree on the locality where 
the arbitration is to be held. If the locality is not designated in the Submission, 
or other agreement, or if within fifteen days from the date of filing the demand 
or Submission, the parties do not notify the Commission of such designation, 
it shall have power to determine the locality and its decision shall be final. 
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IV. APPOINTMENT OF ARBITRATOR 

11. Qualifications. No person shall ser^e as an Arbitrator in any arbitration 
if he has any financial or personal interest in the result of the arbitration, un- 
less the parties, in writing, waive such disqualification. 

12. Appointment from Panels. If the parties have not appointed an Arbi- 
trator and have not provided any other method of appointment, the Arbitrator 
shall be appointed in the following manner: Immediately after the filing of 
the Submission or copy of a Demand, as required under Rule III, the Com- 
mission shall submit simultaneously to each party to the dispute, an identical 
list of names of persons chosen from the Panels. Each party to the dispute 
shall have fifteen days from the date of the mailing of such lists in which to 
examine said list, cross off any names to which he objects and number the re- 
maining names indicating the order of his preference, and return the list to the 
Commission. When any party or both parties fail to return the list within the 
time specified all persons named therein shall be deemed acceptable. From 
among the persons who have been approved on both lists, and in accordance 
with the designated order of mutual preference if any, the Commission shall 
endeavor to obtain the acceptance of an Arbitrator to serve. If the parties fail 
to agree upon any of the persons named or if those named decline or are unable 
to act, or if for any other reason the appointment cannot be made from the 
submitted lists, the Commission shall have power to make the appointment from 
other members of the Panels without the submission of any additional lists. 

13. Direct Appointment by Parties. If the Submission or other agreement of 
the parties names an Arbitrator or specifies any direct method by which an 
Arbitrator is to be appointed, that designation or method shall be followed. 
These rules recognize as valid any method for the appointment of the Arbitrators 
mutually chosen by the parties, that is in conformity with the governing arbitra- 
tion law. The notice of appointment, with name and address of such Arbitrator, 
shall be filed with the Commission by the appointing party. Upon the request 
of any such appointing party, the Commission shall submit a list of members 
of the Panels from which the party may, if he so desires, make the appointment. 

If the Submission or other agreement specifies a period of time within which 
an Arbitrator shall be appointed, and any party fails to make such appointment 
within that period, the Commission shall have power to make the appointment. 

If no period of time is specified in the Submission or other agreement, the 
Commission shall notify the parties to make the appointment and if within 
fifteen days thereafter such Arbitrator has not been so appointed, the Commis- 
sion shall then have power to make the appointment. 

14. Appointment of Additional Arbitrator by Named Arbitrators. If the 
parties have named their Arbitrators or either or both of them have been named 
as provided in Section 13, and have authorized such Arbitrators to appoint an 
additional Arbitrator within a specified time and no appointment is made 
within such time or any agreed extension thereof, the parties, under these Rules, 
authorize the Commission to appoint such additional Arbitrator who shall act 
as Chairman. 

If no period of time is specified by the parties within which such Arbitrators 
are to appoint an additional Arbitrator, a period of fifteen days from the date 
of the appointment of the named Arbitrator last appointed, shall be allowed 
for their appointment of the additional Arbitrator. In the event of their 
failure to make the appointment within such fifteen days, the parties, under 
these Rules, authorize the Commission to appoint such additional Arbitrator 
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who shall act under the agreement with the same force and effect as if he had 
been appointed by the named Arbitrators and he shall act as Chairman. 

If the parties have agreed that their named Arbitrators shall appoint the 
additional Arbitrator from the Pantls, the Commission shall furnish to the 
named Arbitrators, in the manner prescribed in Section 12, a list selected from 
the Panels and the appointment of the additional Arbitrator shall be made as 
prescribed in such Section. 

15. Designation of Number of Arbitrators. If the arbitration agreement does 
not specify the number of Arbitrators, the dispute shall be heard and determined 
by one Arbitrator, unless the Commission in its discretion specifically directs 
that a greater number of Arbitrators be appointed, provided that the number of 
Arbitrators shall be uneven. 

16. Notice of Appointment to Arbitrator and Parties. Notice of the appoint- 
ment of the Arbitrator, whether appointed by the parties or by the Commission, 
shall be mailed to the Arbitrator by the Commission and the signed acceptance 
of the Arbitrator shall be filed with the Commission prior to the opening of 
the first hearing. Together with such notice to the Arbitrator, the Commission 
Shall enclose a copy of the Rules and call attention to the requirements of 
Sections 11 and 17 of these Rules. 

17. Disclosures by Arbitrator of Disqualification. At the time of receiving his 
notice of appointment, the prospective Arbitrator is requested to disclose any 
circumstances likely to create a presumption of bias or which he believes might 
disqualify him as an impartial Arbitrator. Upon receipt of such information, 
the Commission shall immediately disclose it to the parties who, if willing to 
proceed under the circumstances disclosed, shall, in writing, so advise the Com- 
mission. If either party declines to waive the presumptive disqualification, the 
vacancy thus created shall be filed in the same manner as the original appoint- 
ment was made. 

18. Vacancies. If any Arbitrator should resign, die, withdraw, refuse or be 
unable or disqualified to perform the duties of his office, the Commission shall, 
on proof satisfactory to it, declare the office vacant. Vacancies shall be filled 
in the same manner as the original appointment was made and the matter shall 
be reheard by the new Arbitrator. 

V. PROCEDURE FOR ORAL HEARING 

19. Time and Place. The Commission shall fix the time and place for each 
hearing. The Commission shall mail at least five days prior thereto notice 
thereof to each party, unless the parties by mutual agreement waive such notice 
or modify the terms thereof. 

20. Representation by Counsel. Any party may be represented by counsel. 
A party intending to be so represented shall notify the other party and file a 
copy of such notice with the Commission at least three days prior to the date 
set for the hearing at which counsel is first to appear. When the initiation of 
an arbitration is made by counsel, or the reply of the other party is by counsel, 
such notice is deemed to have been given. 

21. Taking of a Stenographic Record. The Commission shall make the nec- 
essary arrangements for the taking of a stenographic record of the testimony 
whenever such record is requested by one or more parties. The requesting 
party or parties shall deposit the estimated cost of such record with the Com- 
mission. 

22. Interpreters and Translators. The Commission shall make the necessary 
arrangements for the services of an interpreter or translator upon the request 
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of one or more of the parties who shall deposit the cost of such service with 
the Commission. 

23. Attendance at Hearings. Persons having a direct interest in the arbitra- 
tion are entitled to attend hearings. It shall be discretionary with the Arbi- 
trator to determine the propriety of the attendance of any other persons. The 
Arbitrator shall have the power to require the retirement of any witness or 
witnesses during the testimony of other witnesses. 

24. Adjournments. The Arbitrator for good cause shown may take adjourn- 
ments upon the request of a party or upon his own initiative and shall take 
such adjournment when all of the parties agree thereto. 

25. Oaths. Before proceeding with the first hearing, or with the examination 
of the file as provided under Rule VI, each Arbitrator may take an oath of 
office, and if required by law, shall do so. The Arbitrator may, in his discre- 
tion, require witnesses to testify under oath administered by any duly qualified 
person, or, if required by law or demanded by either party, shall do so. 

26. Majority decision. Whenever there is more than one Arbitrator, all de- 
cisions of the Arbitrators may be by majority vote. The award may also be 
made by majority vote unless the concurrence of all is expressly required by the 
arbitration agreement or by law. 

27. Order of Proceeding. A hearing shall be opened by the filing of the oath 
of the Arbitrator, where required, and by the recording of a Minute. The 
Minute shall set forth the place, time and date of the hearing, the presence of 
the Arbitrator and parties, and counsel if any, and the receipt by the Arbitrator 
of the Submission or of the statement of the claim, and answer if any. 

Exhibits, when offered by either party, may be received in evidence by the 
Arbitrator, and when so received shall be numbered and made part of the record. 

The complaining party or his counsel shall then present his claim and proofs 
and his witnesses who shall submit to questions or other examination. The 
defending party or his counsel shall then present his defense and proofs, and 
his witnesses who shall submit to questions or other examination. The Arbi- 
trator may in his discretion vary this procedure but shall aflord full and equal 
opportunity to all parties for the presentation of any material or relevant proofs. 

28. Arbitration m the Absence of a Party. Unless the law provides to the 
contrary, the arbitration may proceed in the absence of any party, who, after 
due notice, fails to be present or fails to obtain an adjournment. An award 
shall not be made solely on the default of a party. The Arbitrator shall require 
the other party to submit such evidence as he may require for the making of 
an award. 

29. Evidence. The parties may offer such evidence as they desire and shall 
produce such additional evidence as the Arbitrator may deem necessary to an 
understanding and determination of the dispute. When the Arbitrator is au- 
thorized by law to subpoena witnesses or documents, he may do so upon his own 
initiative or upon the request of any party. The Arbitrator shall be the judge 
of the relevancy and materiality of the evidence offered and conformity to 
legal rules of evidence shall not be necessary. All evidence shall be taken in 
the presence of all of the Arbitrators and of all the parties except where any 
of the parties is absent in default or has waived his right to be present. 

30. Evidence by Affidavit and Filing of Documents. The Arbitrator may re- 
ceive and consider the evidence of witnesses by affidavit, but may give it only 
such weight as he deems it entitled to after consideration of any objections 
made to its admission. 

All documents not filed with the Arbitrator at the hearing but which are 
arranged at the hearing or subsequently by agreement of the parties to be 
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submitted, shall be filed with the Commission for transmission to the Arbitrator. 
All parties shall be afforded opportunity to examine such documents. 

31. Inspection or Investigation. Whenever the Arbitrator deems it necessary 
to make an inspection or investigation in connection with the arbitration, he 
shall advise the parties and obtain their consent in writing before such inspec- 
tion or investigation may be made. The Arbitrator shall set the time and shall 
notify the parties thereof. Any party who so desires may be present at such 
inspection or investigation. 

32. Conservation of Property. The Arbitrator, with the consent of the 
parties, may issue such orders as may be deemed necessary to safeguard the sub- 
ject matter of the arbitration, without prejudice to the rights of the parties or 
to the final determination of the dispute. 

33. Closing of Hearings. The Arbitrator shall specifically inquire of all 
parties whether they have any further proofs to offer or witnesses to be heard. 
Upon receiving negative replies, the Arbitrator shall declare the hearings closed 
and a Minute thereof shall be recorded. If briefs are to be filed, the hearings 
shall be declared closed as of the final date set by the Arbitrator for the receipt 
of the briefs. If documents are to be filed as provided in Section 31 and the 
date set for their receipt is later than set for the receipt of briefs, then such 
later date shall be the date of closing the hearing. The time limit within which 
the Arbitrator is required to make his award shall commence to run, in the 
absence of other agreement by the parties, upon the closing of the hearings. 

34. Reopening of Hearings. The hearings may be reopened by the Arbitrator 
on his own motion, or upon application of a party for good cause shown, at 
any time before the award is made. If the reopening of the hearings would 
prevent the making of the award within the time agreed upon by the parties, 
hearings shall not be reopened unless the parties agree upon the extension of 
such time limit. When hearings are reopened the effective date of closing the 
hearings shall be the date of the closing of the reopened hearings. 

VI. PROCEDURE FOR OTHER THAN ORAL HEARINGS 

35. Waiver of Oral Hearing. The parties by written agreement may submit 
their dispute to arbitration by other than oral hearing. The arbitration shall 
be conducted under these Rules except such provisions thereof as are incon- 
sistent with this Rule. 

If no method is specified by the parties, the Commission shall notify the 
parties to present their proofs in the following manner: The parties shall sub- 
mit to the Commission their respective contentions in writing, including a 
statement of facts duly sworn to, together with such other proofs as they may 
wish to submit. These statements and proofs may be accompanied by written 
arguments or briefs. All documents shall be submitted within fifteen days from 
the date of the notice to file such statement and proofs in such number of 
copies as the Commission may request. It shall forthwith transmit to each 
party a copy of the statement and proofs submitted by the other party. Each 
party may reply to the other's statement and proofs, but upon the failure of 
any party to make such a reply within a period of fifteen days after the mailing 
of such documents to him, he shall be deemed to have waived the right to reply. 

If, after such due notice, a party fails to present his contentions in writing, 
a statement of the facts or proofs within the said period of fifteen days, he 
shall be deemed in default and the Commission shall proceed with its deter- 
mination of the controversy. The Commission, however, may open the default 
for sufficient cause at any time prior to the filing of the award. 
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The Commission shall then transmit all proots and documents to the Arbi- 
trator who shall have been appointed in any manner provided tor in Rule IV. 
The Arbitrator shall have ten days ironi the date of their mailing or delivery 
to him within which to request a party or parties to produce additional proot. 
The Commission shall notify the parties of such request and the party or 
parties shall submit such additional proof widun fifteen days from the date of 
the mailing of such notice. The Commission, upon receipt theieof, shall forth- 
with transmit to each party a copy of the additional statement and proofs 
submitted by the other party. Each party may make a reply to such statement 
and proofs, but upon the failuie of any party to make such a reply within a 
period of fifteen days after the mailing to him of such documents, he shall be 
deemed to have waived the right to reply. 

Upon mailing or delivery to the Arbitrator of all documents submitted as 
provided above, the arbitration shall be deemed closed and the time limit 
within which the Arbitrator shall make his award shall begin to run. 

VII. SPECIAL PROVISIONS 

36. Adjustments and Voluntary Settlement. The agreement to arbitrate 
under these Rules shall not preclude any of the panics before lesorting to 
arbitration from having recourse to inquiries and impartial investigation or 
from amicably adjusting their controversy. 

The Commission, at any stage of the dispute, may in its discretion com- 
municate with the panics for the purpose of obtaining a negotiated or volun- 
tary settlement of the controversy. The Commission may further make or 
authorize inquiries into the facts for the purpose of facilitating a settlement of 
the controveisy or making recommendations to the parties. The Commission 
may use its good olhces for the above purposes without charge to the parties 
and in the interest of good inter- American relations. 

37. Waiver of Rule*. Any party who proceeds with the arbitration after 
knowledge that any provision or requirement of these Rules has not been com- 
plied with and who fails to state his objection thereto in writing, shall be 
deemed to have waived his right to object. 

38. Extensions of Time. The parties may modify any period of time by 
mutual agreement. The Commission for good cause may extend any period of 
time established by these Rules, except the time for making the award. The 
Commission shall notify the parties of any such extension of time. 

39. Serving of Notices. Each party to a Submission or other agreement which 
provides for arbitration under these Rules shall be deemed to have consented 
and shall consent that any papers, notices or process necessary or proper for the 
initiation or continuation of an arbitration under these Rules and for the entry 
of judgment on an award made thereunder may be served upon such party (a) 
by mail addressed to such party or his attorney at his last known address or 
(b) by personal service, within or without the State wherein the arbitration is 
to be held (whether such party be within or without the United States of 
America); provided that reasonable opportunity to be heard with regard thereto 
has been granted such party. 

VIII. THE AWARD 

40. Time. The award shall be rendered promptly and, unless otherwise 
agreed by the parties, or specified by law, not later than thirty days from the 
date of closing the hearings, or if oral hearings have been waived, then from 
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the date of transmitting the final statements and proofs to the Arbitrator, 

41. Form. The award shall be in writing and shall be signed either by the 
sole Arbitrator or by a majority if there be more than one. It shall be executed 
in the manner required by law. 

42. Scope. The Arbitrator in his award may grant any remedy or relief 
which he deems just and equitable and within the scope of the agreement of 
the parties, including, but not limited to, specific performance of a contract, 
The Arbitrator, in his award, may assess the arbitration fees and expenses in 
favor of any party or of the Commission. 

43. Award upon Settlement. If the parties settle their dispute during the 
course of the arbitration, the Arbitrator, upon their request, may set forth the 
terms of the agreed settlement in an award in his discretion. 

44. Delivery of Award to Parties. Parties shall accept as legal delivery of 
the award (a) the placing of the award or a true copy thereof in the mail by the 
Commission, addressed to such party at his last known address or to his at- 
torney, or (b) personal service of the award, or (c) the filing of the award in 
any manner which may be prescribed by law. 

45. Release of Documents for Judicial Proceedings. The Commission shall, 
upon the written request of a party, furnish to such party at his expense, certi- 
fied facsimilies of any papers in the Commission's possession that may be re- 
quired in judicial proceedings relating to the arbitration. 

46. Notice of Compliance. The Commission, for the purpose of closing the 
record, may request either party to notify it of compliance with the award or 
of a voluntary settlement by the parties. 

IX. FEES AND EXPENSES 

47. Schedule of Administrative Fees. An administrative fee in the amount 
prescribed in the following schedule shall be paid to the Commission by each 
of the parties at the time of initiating the arbitration: 

Where Amount involved is disclosed: 
Initial Fee: 
$10.00 plus 1% of the amount involved up to $25,000; 

plus i/ 2 % of the amount involved in excess of $25,000 up to $100,000; 
plus i/% of the amount involved in excess of $100,000 up to $200,000; 
plus 1/10% of the amount involved in excess of $200,000. 
The fee is based upon the amount of the claim as disclosed when the arbitra- 
tion is initiated, and such fee is payable by each party. If, however, a claim in 
a larger amount is disclosed in the answer or in any amendment of the claim or 
answer filed later, an additional fee in accord with the above schedule shall be 
paid by the claimant for such larger amount. 
Where Amount involved is not disclosed: 
Initial Fee: 
$50.00 subject (a) to adjustment with the Commission 

or (b) subject to adjustment in accordance with preceding sched- 
ule if an amount is subsequently disclosed. 
For Second and Subsequent Hearings: 
(Payable before each hearing) 

$30.00 or 50% of Initial Fee whichever is lower amount. 
Adjournment Fee: 

$5.00 (Payable only by party causing adjournment of hearing duly called by 
notice.) 
Overtime Fee: 
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$2.00 per hour payable by each party (Chargeable after 6:00 P. M. weekdays 

or 12 noon Saturdays.) 
Apportionment of Fees: 

The Arbitrator may award to either party and against the other, an amount 
equal to the fee, or any part thereof, which was paid by such party to the 
Commission. 
Fee when Arbitration is withdrawn: 

The minimum initial fee of $10 will not be returned or waived, but one-half 
of any fee paid in excess thereof may be returned or cancelled if the arbitration 
is withdrawn before the date set for the first hearing. 

48. Fee When Oral Hearings Are Waived. Fee where all Oral Hearings are 
waived under Section 35 shall be the Initial Fee as determined under Section 47 
hereof. 

49. Expenses. The expenses of witnesses for either side shall be paid by the 
party producing such witnesses. 

The total cost of the stenographic record, if any is made, and all transcript 
thereof, shall be prorated equally among all parties ordering copies, unless they 
shall otherwise agree among themselves. 

All other expenses of the arbitration including required traveling and other 
expenses of the Arbitrator and Commission, and the expenses of any witness 
or the cost of any proofs produced at the direct request of the Arbitrator, shall 
be borne equally by the parties unless they agree otherwise, or unless the Arbi- 
trator in his Award assesses such expenses or any part thereof against any 
specified party or parties. 

The Arbitrator may award to the Commission any expenses advanced or in- 
curred by it and any fees due and remaining unpaid by any party responsible 
therefor. 

50. Arbitrator's Fee. If the parties desire to compensate the Arbitrator but 
do not agree upon the rate or amount of the compensation, it shall be fixed by 
the Commission. 

Any arrangements for the compensation of a panel arbitrator shall be made 
through the Commission and not directly by him with the parties. 

51. Deposits. The Commission may require the parties to deposit in ad- 
vance with the Commission such sums of money as it deems necessary to defray 
the expenses of the arbitration, including the Arbitrator's Fee if any, and shall 
render an accounting to the parties and return any unexpended balance. 

X. INTERPRETATION AND APPLICATION OF RULES 

52. Interpretation and Application of Rules. The Arbitrator shall interpret 
and apply these Rules insofar as they relate to his power and duties. When 
there is more than one Arbitrator and a difference arises among them concern- 
ing the meaning or application of any such Rules it shall be decided by ma- 
jority vote. If that is unobtainable either an Arbitrator or a party may refer 
the question to the Commission for final decision. All other Rules shall be 
interpreted and applied by the Commission. 

53. When, under an arbitration agreement which mentions these Rules in 
conjunction with the Rules of the Canadian American Commercial Arbitration 
Commission and/or the Rules of the American Arbitration Association, a ques- 
tion arises among the parties which they are unable to resolve by mutual agree- 
ment, as to which of these Rules shall be applicable, the Joint Arbitration 
Committee appointed by the Commission in conjunction with the American 
Arbitration Association and the Canadian American Commercial Arbitration 
Commission shall have power to decide the question. 
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Abuses (see Tiade, abuses) 
Acceptance, bank, 27, 256 
Account, current, 241 
Accounts: 

blocked or frozen, 105, 227 
classification, 340 
delinquent, 340-1 
list ot, 94 
trend of, 105 
Agent: 

as collector, 350 
comments, 75 
contract, 92 

credit recommendations, 90, 92 
foreign credit man and, 94 
functions, 86 
guarantee, 90 
instructions, 92, 130 
invoices to, 350 
legal advisors to, 86 
monthly report, 86 
policies of firm and, 92 
power, 91 
qualifications, 86 
recommendations, 75, 90 
report by, 76, 87, 90, 184 
Air freight and air express: 
advantages, 192 
air trade and, 189 
airwaybill, 203-5 
documents issued by: 

exporter, 201 

insurance company, 201 

U. S. Government, 199 
documents required for, 205 

Argentina, 206 

Australia, 212 

Bolivia, 206 

Brazil, 207 

Canada, 205 

Chile, 207 

Costa Rica, 210 

Colombia, 207 



Air freight and air express (Cont.): 
Cuba, 207 
Ecuador, 210 
El Salvador, 210 
Guatemala, 210 
Honduras, 210 
Jamaica, 210 
New Zealand, 211 
Nicaragua, 210 
Panama, 211 
Peru, 211 
Uruguay, 211 
Venezuela, 211 
Insurance: 
coverage, 198 
rate, 198 

letter of instructions, 202-3 
limitations, 191 
routes, 191 
rules. 212 

specific commodity rates. 195 
tiansportation charges, 195 
Airlines, documents issued by, 199 
Airwaybill, 203-5 
All risks, 117 
American Arbitration Association, 365-6 

(see Appendix) 
American Foreign Credit Underwriters 

Corporation, 167 
Exporter's Digest, 170 
Market Guide for Latin America, 170 
report, 167 

American Foreign Trade Definitions, 370 
Amtorg (American Trading Company), 

324 

Arbitration, 363-5 
mediator, 363 
methods, 364 
Year Book on Commercial Arbitration 

in the U.S., 365 

western hemisphere system, 365 
Arbitration Journal, 365 
Assignable letter of credit, 271, 281 
Assignment clause, 315-6 (see also Factor) 
Auction sales, 214 
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Authority: 

banker's credit and, 27 

to draw, 272 

to negotiate, 272 

to pay, 272 

to purchase A/P, 21, 272 
Average, 117 

B 

Balance of international payments: 

credits and debits, 219 

explained, 218 

visible and invisible items, 218 
Balance of trade, 105 
Bank: 

acceptance by, 27, 256 

charges of, 239, 247 

credit information, interpretation, 178 

facilities, 102 

foreign bills and, 251 

foreign buyer and, 130 

in case of need, 247 

information and services, 178 

instructions to collecting, 247 

policy, 130 

publications, 86, 146 
Bank book record, 82 
Bankers' Association for Foreign Trade, 

195 

Banker's draft, 27 
Barter, 3, 229 

agreement, 231 

system of, 9 
Bill of exchange, 27 
Bill of Lading, 30, 295, 300, 304 

forwarding agents', 296, 301 

functions, 30 

types: 
clean, 301 

forwarders' or House, 29, 296, 301 
ocean, 30, 300 
on board, 301 
order, 301 
straight, 31 
Bimetalism, 221 
Blocked accounts, 127, 226-7 

remedies, 227 
Bonded warehouse, 101-2 
Branches, foreign, 331, 335 



"C's" of credit, 95, 135 
Cable remittance, 258 
Canadian American Commercial Arbitra- 
tion Commission, 366 



Capacity of importer, 136 
Capital, 106-7, 136 
Carrier's liability, 116 
Cash: 

by return mail, 241 

with order, 258 

Chamber of commerce, local, 148 
Character of importer, 135 
Charges: 

bank's, 239, 247 

factor's, 312, 314 

insurance, 116, 118 
Certificate of manufacture, 27 
Certificate of origin, 302 
Chattel mortgage, 334 
Check, 27 
Codes of law, 353 
Collection: 

accounts to be classified, 340 

action needed, 351 

agent and, 350 

bank and, 349 

cables and, 349 

delay in, 341-2 

draft drawn against open account, 350 

endorsement and, 358 

export manager and, 351 

facilities, 339-40 

follow-up systems, 344 

foreign credit man and, 340 

individual treatment, 342 

invoices to agent, 350 

language, 349 

legal action, 349 

letter, 345 

merchandise department and, 351 

methods, 344-5 

moral suasion service and, 349 

over-extended, 342 

protest of non-payment, 350 

rates of exchange and, 341 

reminder, 345 

shipment and, 343 

statement, 345 

threats, 349 
Commerce and Industry Assn. of N.Y., 

148-9 
Commerce Year Book Foreign Countries, 

145 

Commercial bill of exchange, 27 
Commercial invoice, 27, 304 
Commercial paper, 20 
Commercial policy, 64 
Commercial treaties: 

aims, 3, 12 

free traders advocate, 12 

friendly relations and, 12 
Comprador, 323 
Confidence as basis of credit, 135 
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Confirmed letter of credit, 270 
Confirming house, 258 

letter of confirmation, 260 

order paid by, 46, 258 
Consignee, 240-1/245 
Consignment accounts, 239, 331-3 

collection problems of, 333 

control of credits, 332, 335 

granting credits on, 332 
Consular invoice, 302, 304 
Contract: 

hire-purchase, 335 

special, 334 

Contract of sale (see Order) 
Controversies (see Disputes) 
Copyrights, 369 
Corporation, defined, 355 
C. & F. (Cost and Freight), 376-7 
C.I.F. (Cost, Insurance and Freight), 

377-8 
Credit, 135 

basis, 135 

card, 78 

clean, 269 

exporter's policies, 129 

extension of, 16 

domestic, 95 

foreign, 95, 142 

foreign agent's recommendation, 90 

fundamentals, 16 

importer's, 95 

importer's nationality and, 134 

instruments, 20, 27 

limit, 132, 142 

problems in foreign, 144 

refused, 78 

reports, 160, 168, 170, 177 

responsibility, 75 

revising line of, 143 
Credit agencies' reports from abroad, 

177 

Credit dept. and merchandise dept., 133 
Credit file, 78, 80-2 
Credit risk: 

character, 135 

exporter's policy, 128 
Currency (Money): 

differences in, 12 

gold exchange standard, 221 

gold standard, 221 

local, 97 

"paper, 97 

remitted by mail, 241 

silver standard basis, 97 

specified in letter of credit, 270 

value, 97 

world, 222 

Current account, 241 
Customs Union, 63 



D 



Debt: 

external, 105 

foreign (see foreign debt) 

internal, 105 
Del credere, 323 
Delinquent accounts, 340-1 
Delivery (see also Order): 

as soon as possible, 46 

immediate, 46 

prompt, 46 
Department of Commerce: 

Bureau of Foreign and Domestic Com- 
merce, 145 

Department of Commerce report, 177 
Department of State, 147 
Discount, extra cash, 239 
Discounting drafts, 215, 252, 254 

with recourse, 252 

without recourse, 252 
Discounting house, foreign bills, 318 
Dishonoring draft: 

classifying accounts, 340 

protesting, 249, 350 

reasons for, 341 
Disputes, 359-63 (see also Aibitration) 

avoidance of claims and disputes, 359, 
363 

causes, 361-2 

in foreign trade, 359 

mediator, 363 

shipping claims, 362 
Dock receipt, 27 

payment against, 260 
Documentary credit, 269 

delivered to bank with draft, 245 
Documents, release of: 

against draft acceptance, 245 

against payment, 242, 245 

against receipt in trust, 309 

against trust receipt, 251 

to consignee, 240-1 

to obtain foreign exchange, 244 
Documents, stale, 305 
Dollars, obtaining, 5 
Domestic and foreign credits, difference, 

16 

Downtown Group, Inc., 182 
Draft, 27 

acceptance, 249 

bank discounts, 254 

clean, 245 

collection charges, 247 
sending for, 246 

commercial, 27 

date, 212 

discounting, 27, 251 

dishonoring, 249, 340-1, 350 
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Draft (Cont.): 

documentary, 245 

documents attached, 245 

drawee, 27, 242 

drawer, 27, 241 

endorsement, 245 

form, 27 

honored, 242, 341 

in duplicate, 27 

in foreign currency, 252 

instructions to collecting bank, 247 

interest, 249 

language, 242 

legal requisites, 356 

maturity, 242 

notice to customer, 249 

payee, 242 

payment against, 241 

protest of, 249, 357 

sight, 242 

60 or 90 days, 251 

tenor, 242 

to be discounted, 251 

to be sent for collection, 251 

with recourse, 252, 315 

without recourse, 21, 252, 315 
Draft book, 82 
Draft file, duplicate, 82 
Drawback, 85 

Dun & Bradstreet's Foreign Credit Serv- 
ices: 

analysis of foreign report, 162 

credit report, 160 

Dun's Review , 157 

"Latin America Sales Index," 157, 160 

publications, 163 

sales index rating and agency report, 
160 

Trade Index of U. S. Manufacturers, 
160 



Endorsement: 

in blank, 20 

in full, 20 

special, 20 
Exchange: 

medium of, 3, 12 

rate, 216-7 
Ex dock, 380 
Ex factory, 371 
Ex mill, 371 
Ex mine, 371 
Ex plantation, 371 
Ex warehouse, 371 
Exchange houses, 214 
Exchange of commodities, 3 
Exchange risk, 125-6, 215 



Expense bill, 27, 240 

Export dept., 150-1 

Export financing, 9 

Export-Import Bank of Wash., 58-60 

aims, 58 

applicants, 60 

application for loan, 60 

bills discounted, 60 

capital stock, 58 

financing: 
exporters, 58 
exports, 59 
importers, 58 

limitations, 59 

purpose, 58 

services to small business, GO 
Export business (see Foreign trade) 
Export license, 27 
Export Managers' Club, 182 
Export sales: 

banker's acceptance and, 2 r >(3 

factor, 311 

investment house, 255 
Exporter as importer, 232 
Exporters' Digest, 170 
External debt, 105 
Extia cash discount, 230 



Factor, 311-16 

as selling and financial a^ni, 31 1 

assignment clause, 312, 316 

charges, 312 

commission, 312 

contract, 314, 316 

credit guarantee and, 312 

guarantee of foicign sales and, 314 

invoices and, 315 

method of operation, 312 

notification of, 311 

procedure, 234 

rate, 314 

services, 311 

shipping and, 313 

shipping documents and, 313 

title to merchandise and, 313 
Factoring, types of, 314 
Far East clause, 240, 251 
Financial statement, analysis of, 137, 141 
Financing: 

long-term, 50 

short-term, 50, 238 
Firm order (see Order) 
Five "C's" of credit, 95 
"Force Majeure," 43 
Foreign agent (see Agent) 
Foreign and domestic trade compared, 12 
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Foreign bills discounting house, 318 

charges, 320 

contract, 318-9 

factor and, difference, 318 

risks assumed by, 318 
Foreign branches, 335 
Foieign business, increase of, 3 
Foreign buyer: 

activities in U.S. market, 134 . 

bank of, 130 

Foreign commerce, regulation of, 9 
Foreign competition, 7 
Foreign ciedit insurance, 321 
Foreign Credit Interchange Bureau, 
170-7 

consultation service, 177 

moral suasion service, 177 

report, 170 

Round Table Conferences, 173 

tiade group meetings, 176 

Weekly Bulletin, 173 
Foieign credit man, 68-76, 91, 99 

impoitci and, 69 

maiket analysis by, 69, 74 

marketing aieas and, 99 

objective, 68 

qualifications, 69 

lesponsibility, 77 

training, 68 

Foieign cimency, sales made in, 216, 249 
Foicign debt: 

settlement, 215 

transfer risk and, 125-6, 215 
Foreign exchange, 217 

cleaung agreement, 230 

compensation 01 baitei agreement, 231 

control, 226-7 

facilities to raise dollars and, 127 

fluctuation, 216 

fiee maiket, 226 

futuie contiacts, 222 

markets lacking, 229 

payment agreement, 231 

protection against, 15 

rate of, 216-7 

reciprocal trade agreement and, 231 

regulations, 11, 106 

risk, 16, 125-6 

sources of supply, 216 

stabilization, 217 

transfer risk and, 125-6 
Foreign investments, 106 

classification, 108 

types, 108 
Foreign loans, 107 

capacity to borrow and repay, 109 

four stages of, 109 

interest of U.S. in, 110 

state monopoly, 9 



Foreign trade: 

government restrictions, 228 

patterns of, 61 

risks, 95 

St,ock Exchange and, 66 
Foreign Trade Bureau, Dallas, Texas, 182 
Foreign Trade Bureau and St. Lours 

Chamber of Commerce, 182 
Foieign trade financing: 

five "C's" of, 95 

five methods for, 237 

terms of sale, 237 
Forwarder's bill of lading, 29 
F.A.S., 375-6 
Free economy, 15 
F.O.B., 371, 375 

vessel, 373 

Free ports (see Free zone) 
Free trade, 9 
Free trader, 5, 7 
Free zone, 101 

bonded warehouse differs from, 102 

types, 101 
Frozen accounts, 127, 226-7 



Cold Exchange standard, 221 

Gold standard, 221 

Coods, financing, 279 

Gen eminent contracts, 335 

Government restrictions and foreign trade, 

228 
Guarantees: 

buyer, 322 

comprador, 323 

Del credere, 323 

factor, 311 

foreign agent, 90, 323 

object, 322 
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Hanson's Latin American Letter, 149 
Hire-purchase contract, 334 
Hot money, 109 
House bill of lading, 29 
Hypothecation, letter of, 30, 252 
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Immediate delivery, 46 
Importers: 

classification, 134 

finance purchases, 258, 260 

nationality, 134 
Imports: 

customs procedure, 233 

financing, 234 



414 



INDEX 



Imports (Cont.): 

organizing for, 233 

transportation of goods, 233 
Incorporation of business abroad, 356 
Indent, 29, 359 
Industrial partners, 355 
Information (see also Chapter IX): 

agencies' reports, 29, 160, 168, 170, 177 

agent's report, 184 

error, causes of, 156 

required, 156 

revision of, 145 

scope and character, 144 

verified, 156 
Inquiry, 31 
Instalment selling: 

chattel mortgage, 333-4 

contracts, 334 
hire-purchase, 334 
special, 334 

personal or promissory note and, 335 
Insurance (see Marine insurance) 
Insurance certificate, 198 
"Inter-American Bank," 66 
Inter- American Commercial Arbitration 

Commission, 366 
Interest, 239-40, 249 
Internal debt, 105 

International Bank for Reconstruction and 
Development, 54-8 

aims, 54 

capital, 55 

charges, 57 

loans, 56-7 

membership, 55 

quotas, 55 

International Chamber of Commerce, 365 
International Monetary Fund, 50-4 

aid from, 52 

charges, 53 

exchange controls, 53 

exchange rates and, 52-3 

information required from members, 52 

membership, 51-2, 54 

purpose, 50 

scarce currency and, 53 

subscription to, 51-2 

withdrawal from, 54 
International money order, 29, 241 
International payments (see Balance of 

international payments) 
International trade, 3 

barometer of, 150 

classified, 214 

collapse, 48 

control, 9 

executive orders and, 11 

national systems, 9 

principles, 1-12 



International Trade Organization, 64-6 

exchange restrictions, 65 

commercial policy, 64 

membership, 66 
Intervening parties, 300 
Investigation, start of, 155 
Investments: 

advantages, 107 

borrower, effect on, 108 

factors affecting, 108 

political aspect, 110 

sales financed by investment houses, 255 

tying clause, 108 

types, 107 
Invoice, 27, 300 

collection charges, 352 

commercial, 27, 304 

consular, 312 

credit stipulation and, 297 

examination, 304 

preparation, 297 
Irrevocable letter of credit, 270 

j 

Journal of Commerce, 149 



Latin America Letter, Hanson's, 149 

Legal action, 349 

Letter of confirmation (see Confinning 

house) 
Letter of credit, 29, 268, 279, 287, 293-9, 

306 

acceptor, 29 
advantages, 269 
amending, 305 

assignable (transferable), 271, 281 
authority: 

differs from letter of credit, 274 

to draw, 272 

to negotiate, 272 

to pay, 272 

to purchase A/P, 272 
bank and, 268, 284, 305-6 
beneficiary, 268, 291 
certificate of manufacture, 27, 280, 291 
classification of terms or tenor, 270 
clean credit, 269 

commercial documentary credits, 293 
commercial invoice, 27, 300 
confirmed, 270 
confirming bank, 268 
discrepancies, 305-6 
documentary, 269 
documents required by, 269 
draft: 

acceptance, 299 
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Letter of credit (Con*.): 
negotiating, 299 
payment, 299 
establishment, 260 
examination, 292, 302 
expiration, 305 
extension, 280 

foreign currency, issued in, 275 
guarantee, 306 
irrevocable, 270, 293 
issuer, 268 

letter of guaranty, 272 
negotiator, 268 
non-assignable, 281 
notifier, 268 
opener, 268 
orders against, 279 
payment, 306 
precautions, 275 
presentation, 298-9 
recourse, 273, 274 
revocable, 270, 293 
"Red Clause," 289 
shipping documents, 280 
discrepancies, 305 
intervening parties, 300 
stale documents, 305 
straight credit, 269 
trust receipt, 283-4 
types: 

assignable (transferable), 271, 281 
clean, 269 
confirmed, 270 
documentary, 269 
irrevocable, 270 
non -assignable, 281 
revocable, 270 
revolving credit, 272 
special, 287 
unconfirmed, 270 
warehouse receipt and, 280, 

291 

Letter of delegation, 30 
Letter of inquiry, 184 
Letter of instructions, 30, 202-3 
Letter of hypothecation, 30, 252 
Liability, carrier's, 116 
License, export, 27 
Licenses, 11 
Lien, 253 

Limited partnership, 355 
Loans: 

against foreign bills, 252 
external, 107 
government foreign, 107 
internal, 107 

London Court of Arbitration, 365 
Long-term financing, 50 
Long terms, 238 
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Mail time, 239 

Manifest, 117 

Marine insurance, 117, 296, 304 

air cargo, 202 

all risks, 117 

average, 117 

broker, 118 

cargo, 117 

certificate, 119, 202, 304 
claims against, 122, 302, 352 
endorsement, 121 

collecting claims, 123 

costs, 117 

freight, 117 

general average, 118 

liability, 116 

manifest, 117 

open policy, 119 

particular average, 118 

premium, 116, 118 

rider, 118 

shipment: 

buyer and, 117 
single, 122 

sight draft sales, 117 

survey, 123 

warehouse to warehouse, 122 
Marine risks, 113, 116 

types, 116 
Market, 97, 129, 132 

analysis of risk, 105 

areas, 98, 152 

credit limit, 132 

factors affecting, 113 

foreign exchange and, 229 

information on, 144 

pattern, 96 

report on, 87 

resources, 95 

risks, 97, 104 

size, 151 

trend of, 131 

Market Guide for Latin America, 170 
Marks, 40 

Mediator, 363 (see also Arbitration) 
Merchandise risk, 128 
Money (see Currency) 
Money, hot, 109 
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National Assn. of Credit Men, 146 
National Foreign Trade Council, 147-9 
Nationalism, 7 
Newspaper, value of, 148 
New York free zone, 101 
Non-dumping certificate, 302 
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Non-payment (see Accounts, delinquent 

and Draft, dishonoring) 
Notary, 354 



Ocean bill of lading, 30, 300 
Ocean routes, 187 
Ocean trade, 186 
Ocean traffic, 188 
Open account, 241 

Order (Contract of sale), 32, 40, 339, 358, 
361 

approval of home office, 40 

by cable, radiogram, or telephone, 31 

cancellation, 43 

checking, 75 

clauses, 41 

conditional, 334 

confirming house, paid by, 46 

contents, 40 

delivery, 46 

firm, 40 

foreign agent and, 92 

form, 41-7 

government, 335 

hire-purchase, 335 

inquiry, 31 

refused, 77-8 
Over-extension, 342 



Pagart, 30 

contents, 357 
Particular average, 116 
Partnership, 355 
Patents, 368 
Payments, received, 84 
Political conditions, 104 
Population and credit, 104 
Ports of entry, 103-4 
Postal receipt, 30 
Power of attorney, 357 
Price risk, 123 
Private sales, 214 
Promissory note, 30-1, 357 
Protectionists, 7, 12 
Protesting draft, 249, 341, 350 

classifying accounts, 340 

expenses, 249 
Puerto Rico, 63, 98 



Rate of exchange, 216-7 
Receipt in trust, 309 

Recourse (letter of credit), 21, 252, 273, 
515 



"Red Clause," 289 

Reports from agencies, 29, 160, 168, 170, 

177 

Resources of market, 95 
Retail credit: 

advantages, 330 

collection, 330 

extended, 329 

methods, 331 

retailer: 

buying method, 330 
ordeis from, 329 
paying method, 329 
Revocable letter of credit, 270 
Rider, in marine insurance, 118 
Risks, 95, 312 

credit, 128 

exchange, 16, 125-6 

foreign credit transaction, 113, 312 

marine, 113 

market, 16, 97 

merchandise, 128 

price, 123 

transfer, 125-6, 215 

war, 122 
Routes, trade: 

air, 191 

ocean, 187 
Russia, 7, 62 

doing business with, 323 

terms of sale to, 61 



Sales contract (see Order) 
Sales made in foreign currency, 216, 249 
Scarce currency and International Mone- 
tary Fund, 53 
Self-insurance system, 322 
Seyd & Co., Ltd., London, England, 177-8 
Shipments, control of, 78 
Shipping claims, 362 
Shipping documents: 

certificate of manufacture, 27, 280 

certificate of origin, 302 

commercial invoice, 27, 300 

consular invoice, 302 

expense bill, 27, 240 

export license, 27 

marine insurance certificate, 119, 202, 
304 (see also Air Freight) 

non-dumping certificate, 302 

ocean bill of lading, 30, 295, 300-1, 304 
Shipping marks, 40 
Short-term financing, 50, 238 
Sight draft, 27 

acceptance, 242, 245 

bill of lading and, 244 

customs regulations and. 242 
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Sight draft (Con*.): 

documents attached, 245 

exchange control, 214 

price fluctudtions and, 244 

lelcase of documents before payment, 

310 

Silver standard, 221 
boctedad Anonuna (S.A.), 355 
boctedad en Cotnandtta (S. en C.), 355 
Soviet Union Commercial Aibitration, 365 
Stabilization fund, 217 
Stale documents, 305 
Suite monopolizes its foreign trade, 9 
Statement, financial, 137, 141 
Sterling aiea, 62, 225 
Sterling block, 221 
Stock Exchange and foieign trade, 66 



1 anils: 

contiol by, 12 
denounced, 5 
home industry and, 7 
imposition, 7 
pi elective, 5 
Tci ins of sale: 
against draft: 
clean, 245 
date, 242 
documentary, 245 
sight, 242 
cash: 

by cable, 258 
by rctum mail, 241 
with older, 258 
compliance of customer, 2U 
confnming house pnyment, 46, 258 
tin rent account, 240 
instalment, 333 
Icttei of credit, 258 
open account, 241 
nsks, 237 

Three "C's" of credit, 135 
lime drafts, 27 
date, 242 
sight, 212 

Totalitarian states, 11, 228 
Irade, 3, 15 
abuses, 351 
balance of, 105 
tenters, 98 

debit balance of, 105 
on credit, 16 
'1 lade groups, 182 

Ttade hu!c\ of U.S. Manufacturers, 157, 
160 



Trade, international, 186, 214 
Trade maiks, 366-7 
Trade papers, 86 
Trade routes (see Routes, trade) 
Traders, free, 5 
Transfer risk, 125-6, 215 
Transferable letter of credit, 271 
Transportation facilities, 102, 104 

air, 103 

foreign credit man's interest in, 103 

land, 103 

sea, 103 

types, 103 

"transportation of goods, 103 
^transportation risk, 116 
1 uist receipt, 31, 251, 283, 309 

in Europe, 310 

in Far East, 309 

in Latin America, 309 

issued by forwarding agent, 284 

legal status, 309 

precautions, 251, 306 

release of shipping documents agaimt, 
309 

types, 309 

U 

I nconiirrned letter of credit, 270 
U S. Chamber of Commerce, 149 

W 

War risk, 122 
Warehouse, bonded, 101 

compared with free zone, 102 
Warehouse entry, 102 
Wa rehouse receipt: 

to order, 31 

to specified person, 31 
Warehouse withdrawal for consumption 

entry, 102 
Warrant, 31, 310 
World Trade Bureau, Los Angeles, Calr- 

forma, 184 
World tiade patterns, 61 
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